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WHAT IS THE FEDERAL GOVERNMENT DOING 
TO COLLECT THE BILLIONS OF DOLLARS IN 
DELINQUENT DEBTS IT IS OWED? 


TUESDAY, J UNE 15, 1999 

House of Representatives, 

Subcommittee on Government Management, 
Information, and Technology, 
Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2247, Rayburn House Office Building, Hon. Stephen Horn (chair- 
man of the subcommittee) presiding. 

Present: Representatives Horn, Biggert, Walden, Ose, Turner 
and Owens. 

Staff present: J . Russell George, staff director and chief counsel; 
Randy Kaplan, counsel; Matt Ryan, senior policy advisor; Matthew 
Ebert, policy advisor; Bonnie Heald, director of communications; 
Grant Newman, staff assistant; Paul Wicker, J ustin Schleuter, and 
J ohn A. Phillips, interns; Faith Weiss, minority counsel; and Earley 
Green, minority staff assistant. 

Mr. Horn. The Subcommittee on Government Management, In- 
formation, and Technology will come to order. Today we will exam- 
ine the Federal Government's attempts to collect delinquent debts. 

The amount of delinquent nontax-related debt owed to the Fed- 
eral Government is staggering. At the end of fiscal year 1998, the 
government was owed $60 billion in bad debt. As the chart illus- 
trates, that's chart 1, more than $46 billion of this amount had 
been delinquent for over 180 days. 

Today's hearing is about financial responsibility. In many in- 
stances the Federal Government is the lender of last resort. How- 
ever, this does not discharge a loan recipient's obligation to repay 
the debt to the taxpayers. The fact that there is a large amount of 
bad debt suggests that many Federal loan recipients are not taking 
this responsibility seriously. The fact that the majority of this debt 
is more than 180 days overdue suggests that too many agencies 
and departments in the executive branch of our government are 
not acting as quickly as they should to collect these debts. 

The majority of this outstanding debt is unpaid student loans 
from programs administered by the Department of Education. The 
total value of the student loan portfolio is $153 billion, all invested 
for a good cause, but there's a commitment there to return what 
was loaned. Of this amount, $27 billion is in default, $18.2 billion 
of which is more than 180 days overdue. 

( 1 ) 
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There are a variety of other programs with large amounts of un- 
paid debts. The Department of Agriculture, for example, admin- 
isters credit programs that have given rise to more than $6 billion 
in delinquent debts. The Department of Housing and Urban Devel- 
opment and the Small Business Administration are each owed 
more than $2 billion in overdue loans. 

To combat this problem, the Debt Collection Improvement Act 
was signed into law in 1996. This law authorized a number of pro- 
grams and created a variety of tools designed to improve the Fed- 
eral Government's dismal record in collecting delinquent debts. The 
act centralized responsibility for debt collection in the Department 
of the Treasury. Under the act. Federal departments and agencies 
are required to refer debt that is more than 180 days delinquent 
to the Department of the T reasury for collection. 

The Treasury Department's Financial Management Service oper- 
ates two programs aimed at collecting this delinquent, nontax-re- 
lated debt. Under the offset program. Federal payments are inter- 
cepted to satisfy delinquent debts owed to the government. For ex- 
ample, if an individual defaults on a loan from the Federal Govern- 
ment, portions of other Federal payments made to that individual, 
including salary and benefit payments, can be withheld to repay 
the debt. 

As the next chart, chart 2, shows, as of September 30, 1998, 
$31.2 billion of bad debts were eligible for referral to the Treasury 
Department for collection. Of that amount, that $31.2 billion, of 
that, only $22.2 billion were actually referred for collection. This 
leaves $9 billion of eligible delinquent debt that is not being re- 
ferred. 

The Treasury Department also operates a program, called cross- 
servicing, in which the Department can collect delinquent debts di- 
rectly by contacting the debtor and by referring the debts to private 
collection agencies. 

As you can see from the next chart, chart 3, Federal departments 
have done a very poor job referring eligible debts to this Treasury 
program. Of the $8.1 billion in debts that were eligible for cross- 
servicing, only $2.4 billion were referred to that program. Delin- 
quent loans totaling nearly $6 billion are not being referred for 
cross-servicing, as was mandated by the Debt Collection Improve- 
ment Act of 1996. 

Two of today's witnesses represent departments that are the 
poorest performers in referring debts for cross-servicing. Chart 4, 
the Department of Housing and Urban Development has sent 
Treasury only $222 million of the $1 billion eligible for that collec- 
tion program. Chart 5, the Department of Agriculture has sent 
T reasury a measly $5 million of the $1.3 billion eligible for that col- 
lection program. Today we will ask why the departments are not 
using these collection processes to reclaim the billions of dollars 
owed to the taxpayers. 

Over the past two Congresses, this subcommittee has held a se- 
ries of hearings focusing on debt collection and the implementation 
and compliance with the Debt Collection Improvement Act. At a 
J une 5, 1998, subcommittee hearing, we learned that despite the 
tens of millions of dollars allocated to operate the debt collection 
program, total collections amounted to little more than $2 million. 
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which is disgraceful, frankly. At that hearing we also learned that 
the Treasury Department was struggling to implement a computer 
system that would increase the types of Federal payments that 
could be intercepted to satisfy delinquent debts. The Treasury De- 
partment ultimately scrapped a $5 million system that failed to 
meet expectations. 

In J anuary 1999, the Financial Management Service successfully 
merged its T reasury offset program with the tax refund offset pro- 
gram, which was previously administered by the Internal Revenue 
Service. By adding tax refunds to the types of Federal payments 
that can be intercepted, the Financial Management Service has 
been able to increase the amount of delinquent debt collected. 

Chart 6, total collections to date, however, remain only a fraction 
of the total amount of overdue debt owed to the Federal Govern- 
ment. We must ensure that all eligible Federal payments, including 
salary and benefit payments, are incorporated into the offset sys- 
tem. Federal departments and agencies must also make every ef- 
fort to see that eligible delinquent debt is referred to the Treasury 
Department in a timely manner. 

We welcome witnesses from several Federal agencies to discuss 
debt collection and the implementation of the Debt Collection Im- 
provement Act. 

And before we lead to the witnesses, I would ask the gentleman 
from Texas, the ranking member, Mr. Turner, for his opening 
statement. 

[The prepared statement of FI on. Stephen Florn follows:] 
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“What is the Federal Government Doing to Collect the Billions of Dollars 
in Deiinqnent Debts it is Owed?” 

OPENING STATEMENT 
REPRESENTATIVE STEPHEN HORN (R-CA) 

Chairman, Subcommittee on Government Management, 

Information, and Technology 
June 1 5, 1999 

A quorum being present, the hearing of the House Subcommittee on Government 
Management, Information, and Technology will come to order. Today, we will examine the Federal 
Government’s attempts to collect delinquent debts. 

The amount of delinquent non-tax -related debt owed to the Federal Government is 
staggering. At the end of fiscal year 1 998, the Government was owed S60 billion in bad debts. 
More than $46 billion of this amount had been delinquent forever 180 days. Today’s hearing is 
about financial responsibility. In many instances the Federal Government is the lender of last 
resort. However, this does not discharge a loan recipient’s obligation to repay the debt. The fact 
that there is a large amount of bad debt suggests that many Federal loan recipients are not talcing 
this responsibility seriously. The fact that the majority of this debt is more than 1 80 days 
overdue suggests that too many agencies and departments in the executive branch of our 
government are not acting as quickly as they should to collect these debts. 

The majority of this outstanding debt is unpaid student loans from programs administered 
by the Department of Education. The total value of the student loan portfolio is $153 billion. 

Of this amount, $27 billion is in default - $18.2 billion of which is more than 180 days overdue. 

There are a variety of other programs with large amounts of unpaid debts. The 
Department of Agriculture administers credit programs that have given rise to more than $6 
billion in delinquent debts. The Department of Housing and Urban Development and the Small 
Business Administration are each owed more than $2 billion in overdue loans. 

To combat this problem, the Debt Collection Improvement Act was signed into law in 
1996. This law authorized a number of programs and created a variety of tools designed to 
improve the Federal Government’s dismal record in collecting delinquent debts. The Act 
centralized responsibility for debt-collection in the Department of the Treasury. Under the Act, 
Federal departments and agencies are required to refer debt that is more than 1 80 days delinquent 
to the Department of the Treasury for collection. 
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The Treasury Depmtment’s FinaiKial Managem^t Service operates two programs aimed 
at collecting this delinquent non-tax-related debt. Under the offset program. Federal payments 
are intercepted to satisfy delinquent debts owed to the Government. For example, if an 
individual defaults on a loan from the Federal Govanment, portions of other Federal payments 
made to tliat individual - including salary and benefit payments - can be widihcld to repay the 
debt. 

As of September 30, 1 998, $3 1 .2 billion of b^ debts were eligible for referral to the 
Treasury Department for collection. Of that amount only $22.2 billion were actually referred for 
collection. This leaves $9 billion of eligible delinquent debt that is not being referred. 

The Treasury Department also operates a program, called cross-servicing, in which the 
department can collect delinquent dd>ts directly by contacting the debtor and by referring the 
debt to private collection agencies. Federal departments have done a very poor job referring 
eligible debts to this Treasury program. Of the $8.1 billion in debts that were eligible for cross- 
servicing, only $2.4 billion were referred to the program. Delinquent loans totaling nearly $6 
billion were not being referred for cross-servicing, as was mandated by the Debt Collection 
Improvement Act. 

Two of today’s witnesses represent departments that are the poorest perfoimers in 
referring debts for cross-servicing. The Department of Housing and Urban Development has 
sent Treasury only $222 million of the $1 billion eligible for that collection program. The 
Department of Agriculture has sent Treasury a measly $5 million of the $1.3 billion eligible for 
that collection program. Today we will ask why the departments are not using these collection 
processes to reclaim the billions of dollars owed to the Government. 

Over the past tw'o Congresses, this subcommittee has held a series of hearings focusing 
on debt collection and the implementation and compliance with the Debt Collection 
Improvement Act. At a June 5, 1998, subcommittee hearing, we learned that despite the tens of 
millions of dollars allocated to operate the debt collection program, total collections amounted to 
little more than $2 million. We also learned that the Treasury Department was struggling to 
implement a computer system that would increase the types of Federal payments that could be 
intercepted to satisfy delinquent debts. The Treasury Department ultimately scrapped a $5 
million dollar system that failed to meet expect^ions. 

In January 1999, the Financial Management Service successfully merged its Treasury 
offset program with the tax refund offset program, previously administered by tlie Internal 
Revenue Service. By adding tax refunds to the types of Federal payments that can be 
intercepted, the Finamcial Management Service has been able to increase the amount of 
delinquent debt collected. Total collections to date, however, remain only a fraction of the total 
amount of overdue debt owed to the Federal Government. We must ensure that all eligible 
Federal payments, including salary and benefit payments, are incorporated into the offset system. 
Federal departments and agencies must also mtdee every effort to see that eligible delinquent 
debt is referred to the Treasury Department in a timely manner. 

We welcome witnesses from several Federal agencies to discuss debt collection and the 
implementation of the Debt Collection improvement Act. 
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Mr. Turner. Thank you, Mr. Chairman. 

First, I want to commend you for your leadership in the area of 
Federal debt collection. Your persistence in trying to recover for the 
taxpayer sums rightfully ow^ to the government and to the tax- 
payers of this country is commendable. 

I want to also mention the hard work that Congresswoman Caro- 
lyn Maloney has put in on this issue since the time that she held 
the position that I now hold as ranking member of this subcommit- 
tee. 

As a result of your collective efforts and the efforts of many peo- 
ple who are gathered here in this room today, the Federal Govern- 
ment is beginning to reap the benefits of a more centralized debt 
collection system. Within the last 2 years, the Federal Government 
centralized debt collection activities at the Financial Management 
Service have begun to work more efficiently. For example, the cen- 
tralized Financial Management Service has grown— collections 
have grown from $1.7 million in fiscal year 1997 to $2.5 billion in 
fiscal year 1999 after the tax refund offset system merged with the 
T reasury administrative offset system. 

Clearly, there have been significant improvement in our debt col- 
lection efforts. As we know, however, there are many challenges 
still facing us and many agencies still have debt that can be re- 
ferred to the Financial Management Service for collection. 

With that, I want to reserve the balance of my time, Mr. Chair- 
man, so that Mrs. Maloney, when she arrives, will have the oppor- 
tunity to make a statement on this issue. 

Mr. FIorn. Fine. We're delighted. 

[The prepared statements of FI on. Jim Turner and FI on. Greg 
Walden follow:] 
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OPENING STATEMENT OF THE HONORABLE JIM TURNER 
GMIT: OVERSIGHT OF FEDERAL DEBT COLLECTION ACTIVITIES 
June 15, 1999 (version #4) 

I would like to commend the Chairman for his leadership in the area of 
federal debt collection. Through his legislative and oversight activities, Chairman 
Horn has worked diligently to provide the federal government with more tools to 
better collect its debt. I should also mention the leadership and dedication of 
Carolyn Maloney, who has continued in her partnership efforts with Chairman 
Horn since she held the position of Ranking Member of this Subcommittee. 

As a result of their efforts, and of the efforts of many people in this room 
today, the federal government is beginning to reap the benefits of a more 
centralized debt collection system. Within the last two years, the federal 
government’s centralized debt collection activities at the Financial Management 
Service (“FMS”) have begun to work more efficiently. For example, collections 
have grown from $1.7 million in fiscal year 1997 to S2.5 billion in fiscal year 1999 
after the tax refund offset system merged with the Treasury administrative offset 
system. Clearly, there has been improvement in the government’s collection 
efforts. 

However, as we will hear, many challenges remain in this area, and many 
agencies still have debt that can be referred to FMS for collection activities. With 
that, 1 will turn the remainder of my time over to Congresswoman Maloney so that 
she may further elaborate on this issue. 
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Mr. Walden’s Statement 
Subcommittee on Government Management, 

Information and Technology 
June 15, 1999 

Mr. Chairman, thank you for your ongoing leadership in federal debt collection issues. I 
think I can speak for all American taxpayers in voicing my appreciation for your pursuit 
of responsible, effective debt collection policies. 

I would like to speak for a moment about the importance of ensuring that federal agencies 
create incentives for debt collection contractors to obtain voluntary payments from the 
debtor before instituting involuntary collection actions such as wage garnishment or 
litigation against that debtor. 1 say this because I have learned that, under the Department 
of Education contract for example, a contractor has a greater incentive to collect a debt 
through involuntary administrative wage garnishment procedures rather than through 
voluntary payments from the debtor. This is because the methodology used by the 
Department of Education to evaluate the performance of its contractors, allocate accounts 
among contractors, and pay bonuses is weighted in favor of wage garnishment and de- 
emphasizes voluntary collections. The preparation of cases for litigation is also given 
substantial weight. As the gentleman from California and 1 have discussed, I would like 
to see the Department of Education alter its approach to give voluntary collections greater 
emphasis over coercive methods. In my view, the performance of a debt collection 
contractor in achieving netback collections for the government should receive at least 75 
percent, if not more, of the weighting in the evaluation methodology and the preparation 
of cases for litigation or wage garnishment should receive no more than 20 percent 
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combined. These reforms would help the federal government do a better job of collecting 
its debts in an efficient, fair, and voluntary marmer. I look forward to working with the 
Chairman, the Administration, and Members of the Minority to continue to address these 
issues and make federal debt collection more voluntary and more effective. Thank you, 
Mr. Chairman. 
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Mr. Horn. Let us begin then with the first panel of witnesses. 
We have on panel one, Donald Hammond, the Fiscal Assistant Sec- 
retary, U.S. Department of the Treasury; and Richard Gregg, the 
Commissioner of Financial Management Services of the U.S. De- 
partment of the T reasury. 

The routine here, for those that are not familiar with it, includ- 
ing the future witnesses sitting in the audience, are that we swear 
in all witnesses as they assume their chairs. Their full statement 
is automatically put into the record when we call on them, and we 
will then prefer that they will sort of look us in the eye and sum- 
marize their statement, and then we can have more opportunities 
for dialog on both sides of the aisle here in asking questions. 

So, Mr. Hammond, Mr. Gregg, if you will stand, raise your right 
hands. 

[Witnesses sworn.] 

Mr. Horn. The clerk will note that the two witnesses have af- 
firmed the oath. 

We will start with Donald Hammond, the Fiscal Assistant Sec- 
retary of the T reasury. 

STATEMENTS OF DONALD HAMMOND, FISCAL ASSISTANT SEC- 
RETARY, U.S. DEPARTMENT OF THE TREASURY; AND RICH- 
ARD GREGG, COMMISSIONER OF FINANCIAL MANAGEMENT 

SERVICES, U.S. DEPARTMENT OF THE TREASURY 

Mr. Hammond. Thank you, Mr. Chairman. 

Mr. Chairman and Ranking Member Turner, thank you for the 
opportunity to discuss the Department of the Treasury's progress 
in implementing the Debt Collection I mprovement Act of 1996. 

Chairman Horn, your continued support and strong interest in 
our efforts to carry out this important program has been of great 
value to us, and I would like to reiterate our firm commitment to 
the successful implementation of the DCIA, along with its contin- 
ued support from the highest levels within the Treasury Depart- 
ment. 

Today I will discuss some of the program's more significant re- 
cent accomplishments and a few challenges that lie ahead. To col- 
lect the debts referred by the program agencies. Treasury's Finan- 
cial Management Service applies a variety of debt collection tools, 
including administrative offset, tax refund offset, cross-servicing, 
private collection agencies, credit bureau reporting, and referrals to 
the Department of] ustice. 

Collectively, administrative offset and tax refund offset comprise 
the offset program. Offset is a program whereby Federal payments 
are reduced or "offset" to satisfy a payment recipient's overdue Fed- 
eral debt. 

Cross-servicing is a program consisting of a variety of collection 
tools which include Treasury demand letters, telephone calls to 
debtors and the use of 1 or more of the 12 private collection agen- 
cies on government wide contract. 

In close consultation with Federal agencies over the last several 
months, FMS has updated its evaluation of the Federal Govern- 
ment's debt portfolio eligible for referral to Treasury for offset and 
cross-servicing. This analysis is a followup to the Price Waterhouse 
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study completed last year which revealed that over 47 percent of 
the government's delinquent debt was more than 4 years old. 

Based on industry standards and private sector benchmarking, 
Price Waterhouse determined that once the debt collection program 
is fully implemented, FMS could expect to collect between $864 
million and $1 billion annually. 

Although much work remains to complete the full implementa- 
tion of the program, FMS has made significant progress in increas- 
ing collections above the highest Price Waterhouse estimates, in 
large measure due to the increased collections that we've experi- 
enced from the tax refund offset program. 

This year's analysis revealed that as of the end of fiscal year 

1998, $60 billion in nontax delinquent debt was held by the respec- 
tive agencies and owed to the Federal Government, comparea to 
$51.9 billion for fiscal year 1997; and $46.4 billion of that total is 
more than 180 days delinquent, compared to the comparable figure 
of $47.2 billion for fiscal year 1997. As a result of exemptions and 
other requirements of the DCIA, of the $46.4 billion of debt that 
is more than 180 days delinquent, $31.2 billion is eligible for refer- 
ral to Treasury for offset, and $8.1 billion is eligible for referral to 
Treasury for cross-servicing. To date, $22.5 billion, or 72 percent, 
has been referred for offset and $2.3 billion, or 28 percent, has been 
referred for cross-servicing. 

During the past year, one of the most important accomplish- 
ments was the merger of the tax refund offset program with the 
Treasury offset program. The merger, which was implemented in 
J anuary 1999, streamlined and improved overall operations. 

As a result of the tremendous teamwork between FMS, IRS, and 
the Federal Reserve system, the new system is showing dramatic 
results. Calendar year tax refund offset collections as of May 26, 

1999, totaled more than $2.4 billion, an increase of $643 million 
over last year's figures. The increase reflects collections of nontax 
Federal debt over— increased over $414 million, and an increase in 
child support collections of an additional $230 million over where 
we were last year. 

Treasury also plays an important role in collecting delinquent 
child support obligations owed to or being enforced by States and 
territories. Delinquent child support obligations currently are 
matched against tax refund payments and at the State's option 
against vendor payments and 0PM retirement payments. 

As of the end of May, more than $1.2 billion in tax refund offsets 
have been collected for child support this calendar year, exceeding 
total collections for all of 1998. Our challenge over the next year 
is to increase the number of States that fully participate in the ad- 
ministrative offset program. 

We have also made tremendous headway in putting in place the 
regulatory framework necessary to facilitate implementation of the 
DCIA. This past year, FMS has published 10 regulations, including 
all regulations necessary to fully implement the offset program. 

Finally, I would like to briefly mention the great strides made to 
strengthen the relationships with the various Federal agencies. 
This has been a significant point of emphasis at FMS. As of April 
30, 1999, agencies have referred approximately 63 percent of the 
debt that is eligible for offset in cross-servicing. To increase refer- 
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rals and further strengthen agency compliance, FMS has imple- 
mented an outreach effort designed to assist more than 50 agencies 
in analyzing their debt eligible for transfer for offset and/or cross- 
servicing. 

This past year, we focused our attention on the successful merger 
of the Treasury offset program with the tax refund offset program 
and making the needed improvements to the tax refund offset proc- 
ess due to the importance of this program for overall collections. 
With this effort complete, we are now channeling our efforts to the 
expansion of the administrative offset program, to include State in- 
come tax debt. Federal tax levy and additional payment streams. 

Although we clearly have much left to do, we have made signifi- 
cant, measurable progress in fulfilling our responsibilities under 
the DCIA, including a comprehensive regulatory framework, a com- 
mon tax refund offset and Treasury offset system, increased child 
support referrals and collections and successful establishment of 
the cross-servicing program, including implementation of the pri- 
vate collection agencies. 

In light of future system enhancements, new program develop- 
ments and agency outreach efforts, which Commissioner Gregg will 
discuss in greater detail in his testimony, we fully expect this up- 
ward trend in collections and referrals to continue leading to a vi- 
brant debt collection program at FMS which will serve all Federal 
agencies. 

[The prepared statement of Mr. Flammond follows:] 
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Mr. Chairman, Ranking Member Turner and Members of the Subcommittee, thank you 
for the opportunity to discuss the Department of the Treasury’s progress in implementing the 
Debt Collection Improvement Act of 1996 (DCIA). I ask that the subcommittee include the 
submitted text of my written statement in the record. 

Chairman Horn, your continued support and strong interest in our efforts to carry out 
this important program has been of great value to us, and I would like to reiterate our firm 
commitment to the successful implementation of the DCIA along with its continued support 
from the highest levels within Treasury. 

Today, I will discuss some of the program’s more significant recent accomplishments, 
and a few challenges that lie ahead. To collect the debts referred by the program agencies. 
Treasury’s Financial Management Service (FMS) applies a variety of debt collection tools, 
including administrative offset, tax refund offset, cross-servicing, private collection agencies, 
credit bureau reporting and referrals to the Department of Justice. Collectively, 
administrative offset and tax refund offset comprise the Offset program. Offset is a program 
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whereby Federal payments are reduced or to satisfy a payment recipient’s overdue 

Federal debt. 

Cross-servicing is a program consisting of a variety of collection tools which 
include Treasury demand letters, telephone calls to debtors, and the use of one or more of 
the 12 Private Collection Agencies (PCAs) on the Government-wide contract. 

In close consultation with Federal agencies over the last several months, FMS has 
updated its evaluation of the Federal government's debt portfolio eligible for referral to 
Treasury for offset and cross-servicing. This analysis is a follow-up to the Price 
Waterhouse study completed last year which revealed that over 47% of the Government's 
delinquent debt was more than four years old. Based on industry standards and private 
sector benchmarking, Price Waterhouse determined that once the debt collection program 
is fully implemented, FMS could expect to collect between $864 million and $1 billion 
annually. Although much work remains to complete the full implementation of the 
program, FMS has made significant progress in increasing collections above the highest 
Price Waterhouse estimates in large measure due to the increased collections from the Tax 
Refund Offset program. 

This year's analysis revealed that as of the end of FY 98, $60 billion in non-tax 
delinquent debt was held by the respective agencies and owed to the Federal government, 
compared to $51.9 billion in FY 97; and $46.4 billion of the total is more than 180 days 
delinquent, compared to $47.2 billion in FY 97. As a result of exemptions and other 
requirements of the DCIA, of the $46.4 billion in debt that is more than 180 days 
delinquent, $31.2 billion is eligible for referral to Treasury for offset, and $8.1 billion is 
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eligible for refenal to Treasury for cross-servicing. To date, $22.5 billion, or 72%, has 
been referred for offset and $2.3 billion, or 28%, has been referred for cross-servicing. 

During the past year, one of the most important accomplishments was the merger 
of the Tax Refund Offset program with the Treasury Offset Program. The merger, which 
was implemented in January 1999, streamlined and improved operations. As a result of 
the tremendous teamwork between FMS, IRS and the Federal Reserve System, the new 
system is showing dramatic results. Calendar year Tax Refund Offset collections, as of 
May 26, 1999, totaled more than $2.4 billion, an increase of $643 million over last year’s 
figures. The increase reflects collections of non-tax Federal debt up over $414 million in 
just the past year and child support up an additional $230 million. 

Treasury also plays an important role in collecting delinquent child support 
(^ligations owed to, or being enforced by, States and lenitories. Delinquent child support 
obligations currently are matched against tax refund payments and, at the State's option, 
against vendor payments and 0PM retirement payments. As of the end of May, more than 
$1.2 billion in tax refund offsets have been collected this calendar year which exceeds 
total collections for all of 1998. Our challenge over the next year is to increase the 
number of States that fully participate in the administrative offset component. 

We have also made tremendous headway in putting in place the regulatory 
framework necessary to facilitate implementation of the DCIA. FMS has published 10 
regulations since the last hearing, including all regulations necessary to fully implement 


the offset program. 
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Finally, I would like to briefly mention the great strides made to strengthen the 
relationships with the various Federal agencies. This has been a significant point of 
emphasis at FMS. As of April 30, 1999, agencies have referred approximately 63% of 
the debt that is eligible for offset and cross-servicing. To increase referrals and further 
strengthen agency compliance, FMS has implemented an outreach effort designed to assist 
more than 50 agencies in analyzing their debt eligible for transfer to FMS for offset and/or 
cross-servicing. 

This past year we focused our attention on the successful merger of the Treasury 
Offset Program with the Tax Refund Offset program and making needed improvements to 
the Tax Refund Offset process due to the importance of this program for overall 
collections. With these complete, we are now channeling our efforts to the expansion of 
the administrative offset program, to include state income tax debt, federal tax levy, and 
additional payment streams. 

Although we clearly have much left to do, we have made significant, 
measurable progress in fulfilling our responsibilities under the DCIA; including a 
comprehensive regulatory framework, a common Tax Refund Offset and Treasury Offset 
system, increased child support referrals and collections, and successful establishment of 
the cross-servicing program, including private collection agencies. In light of future 
system enhancements, new program developments, and agency outreach efforts, which 
Commissioner Gregg will discuss in greater detail in his testimony, we fully expect this 
upward trend in collections and referrals to continue leading to a vibrant debt collection 
program at FMS which will serve all Federal agencies. 
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Subcommittee on Government Management, Information and Technology 
of the 

House Cormnittee on Government Reform 


Introduction 

Mr. Chairman and Members of the Subcommittee, thank you for the oppormnity to discuss 
the Department of the Treasury’s progress in implementing the Debt Collection Improvement Act 
of 1996 (DCIA). Chairman Horn, your continued support and strong interest in our efforts to 
carry out this important program has been of great value to us, and we would like to reiterate our 
firm commitment to the successful implementation of the DCIA. Continued support from the 
highest levels within Treasury are further evidence of this commitment. 

In my testimony today, I will discuss some of the program’s more significant 
accomplishments since the last hearing, and a few challenges that lie ahead. As background, the 
DCIA provides that any non-tax debt or claim owed to the United States that is 180 days 
delinquent, with certain exceptions, will be referred by the program agency to the Department of 
the Treasury for collection. To collect these debts. Treasury’s Financial Management Service 
(FMS) applies a variety of debt collection tools, including administrative offset, tax refund offset, 
cross-servicing, private collection agencies, credit bureau reporting and referrals to the 
Department of Justice. 

Administrative offset and tax refund offset are collectively referred to as the Offset 
program. Offset is a program whereby Federal payments are reduced or "offset” to satisfy a 
payment recipient’s overdue Federal debt. A payee’s name is matched against a Treasury 
database of delinquent debtors for automatic offset of funds. Offset funds are then used to satisfy 
payment of the delinquent debt to the extent allowed by law. Current payment types subject to 
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offset include Office of Personnel Management (OPM) retirement, Internal Revenue Service (IRS) 
tax refunds, vendor payments, and some Federal salary payments. 

Cross-servicing is a program consisting of a variety of collection tools that are applied 
once agencies refer their debt to Treasury. These tools include Treasury demand letters, 
telephone calls to debtors, and the use of one or more of the 12 Private Collection Agencies 
(PCAs) on the Government-wide contract which function concurrently with the Offset 
program. 

Government Debt Portfolio 

In close consultation with Federal agencies over the last several months, FMS has 
updated, its evaluation of the Federal government’s debt portfolio eligible for referral to 
Treasury for offset and cross-servicing, as well as the amount of referred debt that is 
collectible by Treasury. This analysis is a follow-up to the Price Waterhouse study completed 
last year assessing the Federal Government’s delinquent debt portfolio. That smdy revealed 
that over 47% of the Government's delinquent debt was more than four years old, placing it in 
a category of debt that is the most difficult to collect- Based on industry standards and private 
sector benchmarking. Price Waterhouse determined that once all payment streams are 
incorporated into the Offset Program and all eligible debts have been referred, FMS could 
expect to collect between $864 million and $1 billion annually. Although much work remains 
to complete the full implementation of the administrative offset program, FMS has made 
significant progress in increasing collections above the highest Price Waterhouse estimates. As 
I will discuss more fully, this is due in large measure to the increased collections from the Tax 
Refund Offset program. 

This year's analysis revealed that as of the end of FY 98, $60 billion in non-tax 
delinquent debt was held by the respective agencies and owed to the Federal government, 
compared to $51.9 billion in FY 97; and $46.4 billion of the total is more than 180 days 
delinquent, compared to $47.2 billion in FY 97. While the DCIA requires Federal agencies to 
refer debts more than 180 days delinquent to Treasury for offset and cross-servicing, certain 
debts are not eligible for referral to Treasury for either offset or cross-servicing because of 
various exemptions under the DCIA or otherwise required by law. As a result of these 
exemptions and requirements, of the $46.4 billion in debt that is more than 180 days 
delinquent, $31.2 billion is eligible for referral to Treasury for offset, and $8.1 of the $31.2 
billion is eligible for referral to Treasury for cross-servicing. To date, $22.5 billion, or 72%, 
of the amount eligible for referral for offset, has been referred, leaving a balance of $8.7 
billion. Of the $8.1 billion eligible for referral for cross-servicing, $2.3 billion, or 28%, has 
been referred, leaving a balance of $5.8 billion. 
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Merger of thh Tax Rf.fund Offsf.t and Treasury Offset Programs 


During the past year, we have made significant progress in a number of areas. One of the 
most important, as well as the most challenging and successful, was the merger of the Tax 
Refund Offset program with the Treasury Offset Program. The merger, which was 
implemented in January 1999, streamlined and improved operations by providing a single point 
of contact for agencies to simultaneously refer debts for both tax refund offset and other 
administrative offset programs. As a result of the tremendous teamwork between FMS, IRS 
and the Federal Reserve System, the new system is showing dramatie results. Calendar year 
Tax Refund Offset collections, as of May 26, 1999, totaled more than $2.4 billion, which is an 
increase of $643 million over last year's figures for the same time period. In fact, we are well 
ahead of the $2,028 billion in total collections reported for the entire 1998 calendar year. The 
increase reflects collections of non-tax Federal debt up over $414 million in just the past year 
and child support up an additional $230 million. This dramatic increase can be attributed to 
several factors: system enhancements such as matching on both social security numbers on 
joint tax remrns; system flexibility that allows creditor agencies to add or update debt records 
on a continuous basis; increased debt referrals; and, an increase in the average amount and 
number of tax refunds. 

CHIT.D Support 


Treasury also plays an important role in collecting delinquent child support obligations 
owed to, or being enforced by. States and territories. Delinquent child support obligations 
currently are matched against tax refund payments and, at the State's option, against vendor 
payments and 0PM retirement payments. As of the end of May, more than $1.2 billion in tax 
refund offsets have been collected this calendar year which exceeds collections during this 
same period in 1998 by more than $230 million and exceeds total collections for all of 1998. 

In order to further improve the collection of delinquent child support obligations, Treasury 
participates in an inter-agency task force on child support collection and meets frequently with 
officials from the Office of Child Support Enforcement. Department of Health and Human 
Services. Our challenge over the next year is to increase the number of States that fully 
participate in the administrative offset component. 

REniIl.AT10N.S 


We have made tremendous headway in putting in place the regulatory framework necessary 
to facilitate implementation of the DCIA. FMS has published 10 regulations since the last 
hearing, including all regulations necessary to fully implement the offset program. Included in 
these regulations are a final regulation for implementation of administrative wage garnishment, 
a final regulation outlining the requirements for transfer of debts to Treasury for collection, 
and a final regulation barring delinquent debtors from obtaining Federal loans, loan insurance 
or guarantees. 
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OuTRHACH Efforts 

Finally, I would like to briefly mention the great strides made to strengthen the 
relationships with the various Federal agencies. This has been a significant point of emphasis 
at FMS. As of April 30, 1999, agencies have referred approximately 63% of the debt that is 
eligible for offset and cross-servicing. Our challenge over the next year is to improve this 
number by increasing referrals and strengthening agency compliance. To accomplish this, 
FMS has implemented an outreach effort designed to assist more than 50 agencies in analyzing 
their debt eligible for transfer to FMS for offset and/or cross-servicing. In addition, the 
President's Council on Integrity and Efficiency is working with the Offices of Inspector 
General of several CFO agencies to review their progress in implementing the provisions of 
the DCIA. The reviews are focussed on assessing compliance with debt referral requirements, 
accuracy of portfolio management and reporting, and agency measures for minimizing accrual 
of new delinquent debt. 

CLOSING 


Full implementation of the DCIA is a complex undertaking requiring coordination with 
numerous Federal and State agencies, development of new systems, and their integration with 
existing debt and payment systems. The Price Waterhouse report emphasized the potential for 
significant collections through comparing each debt mechanism: 1) Tax Refund Offset; 2) 
Cross-servicing; and 3) Administrative offset. Based on an analysis of this data, it was shown 
that the Tax Refund Offset process had the greatest potential to increase collections. In 
addition. Congressional guidance emphasized that efficiencies could be gained through a 
merged offset program. We therefore focused our attention on 1) The successful merger of the 
Treasury Offset Program with the Tax Refund Offset program; 2) Making needed 
improvements to the Tax Refund Offset process; and 3) Establishing the cross-servicing 
program and the Private Collection Agency Contract. With the Tax Refund Offset merger now 
complete and the PCA Contract in place, we are channeling our efforts to the expansion of the 
administrative offset program, to include state income tax debt, federal tax levy, and additional 
payment streams. 

Although we clearly have much left to do. we have made significant, measurable progress 
in fulfilling our responsibilities under the DCIA. The regulatory framework to implement 
DCIA is in place. Tax Refund Offset and Treasury Offset collections have increased 
dramatically and operate under a common system, child support referrals and collections have 
significantly risen, and cross-servicing program enhancements, including PCA collections, 
have yielded steadily increasing results. In light of fumre system enhancements, new program 
developments, and agency outreach efforts, which Commissioner Gregg will discuss in greater 
detail in his testimony, we fully expect this upward trend in collections and referrals to 
continue leading to a vibrant debt collection program at FMS which will serve all Federal 
agencies. 
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Mr. Horn. Mr. Gregg. 

Mr. Gregg. Mr. Chairman and distinguished members of the 
subcommittee, good morning, i am pieased to report the progress 
made by the Finandai Management Service in impiementing the 
Debt Coiiection i mprovement Act of 1996. 

First, i wouid i ike to thank the chairman and Ranking Member 
Turner for your continued support and encouragement; and i wei- 
come this opportunity to provide an update on our progress in im- 
piementing the DCi A. 

Our most significant accompiishment and certainiy our most 
chaiienging task was the successfui merger of the tax refund offset 
and the T reasury offset programs. 

Mr. Chairman, in Aprii 1996, in your remarks on the House fioor 
in support of the DCi A, you described the intent of Congress that 
"FMS shouid perform both the tax refund offset and the adminis- 
trative offset programs and that by merging these two programs 
the Department of Treasury wouid streamiine and improve its op- 
erations." Based on this guidance and the anticipated benefits of 
the merger, this undertaking was given top priority by Treasury. 

Originaiiy, FMS and iRS pianned to merge the two programs in 
J anuary 1998 in time for the 1998 tax fiiing season, instead of a 
fuii merger in 1998, iRS and FMS jointiy deveioped a 1-year tran- 
sition pian with a revised merger date of J anuary 1999. 

Foiiowing an incredibie dispiay of teamwork among i RS, the Fed- 
erai Reserve, and FMS, and much hard work, the merger was suc- 
cessfuiiy compieted and the first offsets began on J anuary 18, 1999. 

Aithough that was oniy 5 months ago, the fruits of our iabor are 
ai ready evident. Totai tax refund offset coiiections for caiendar year 
1999 through May 26th of this year are aimost $2.5 biiiion ai ready 
$643 miiiion more than the amount coiiected in the same period in 
1998 and aiready far exceeding the $2,028 biiiion coiiected for aii 
of 1998. 

Tax refund offsets have two components, Federai nontax and 
chiid support coiiections. As of May 26th, chiid support coiiections 
from tax refund offsets totaied more than $1.2 biiiion, an increase 
of more than $230 miiiion over the same period in 1998; and Fed- 
erai nontax coiiections aiso totaied over $1.2 biiiion, an increase of 
more than $414 miiiion over the same period in the previous year. 

Notabie progress has been made in the area of cross-servicing. As 
of Aprii 30, 1999, cross-servicing coiiections, fiscai year to date, to- 
taied $11.6 miiiion, an increase of $8.3 miiiion over the same pe- 
riod iast year. When debts are referred for cross-servicing, FMS 
sends a demand ietter on Treasury ietterhead, foiiowed by a phone 
caii to the debtor. Since its inception, FMS has brought in $13.3 
miiiion in coiiections and $55.6 miiiion in repayment agreements. 

if these coiiection efforts are unsuccessfui, then at 30 days the 
debt is referred to 1 of the 12 private coiiection agencies [PCAs]. 
To insure that an appropriate baiance is maintained between the 
aggressive pursuant of coiiections and the fair and equitabie treat- 
ment of debtors, FMS monitors each PCA. Aithough the PCA con- 
tract has oniy been in piace for a iittie more than a year, there 
have been no substantiated debtor compiaints and coiiections have 
been steadiiy increasing. 
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In February 1999, PCA collections exceeded $1 million in 1 
month for the first time. Collections for March and April 1999, in- 
creased to $1.3 million and $1.7 million respectively. As of April 30, 
1999, PCAs were responsible for $6.9 million of the $11.6 million 
collected through cross-servicing so far in fiscal 1999. In addition, 
repayment agreements totaling more than $23 million have been 
established through the collection efforts of the PCAs. 

Now, I would like to discuss some of the enhancements that FMS 
is making to strengthen the use of current collection tools and in- 
crease future collections. 

Administrative offset is one of the areas where FMS has placed 
considerable emphasis. We have successfully expanded the TOP 
system to be able to handle the increased volume of debts and pay- 
ments as the administrative offset program continues to grow. 

Significant groundwork has been laid in 1999 to increase the 
number of payments and the debt types that are included in the 
offset program. In 2000, FMS will implement SSA benefit offset 
and expanded Federal salary offset. Implementation of these initia- 
tives will significantly increase the volume of payments eligible for 
offset. 

FMS also remains firmly committed to increasing debt referrals 
to TOP and continues to work with the Federal creditor agencies 
to assist them in fully complying with the DCI A. 

FMS is also working in conjunction with State governments to 
make the tax refund offset program available to the States to col- 
lect delinquent State income tax debt as required by the Internal 
Revenue Service Restructuring and Reform Act of 1998. Changes 
will be made to the Treasury offset program so that the State in- 
come tax debt program will be available in J anuary 2000. 

In addition, FMS is working with the IRS to implement the con- 
tinuous tax levy program. This was authorized by the Taxpayer Re- 
lief Act of 1997. Under this authority, delinquent tax debts are 
matched against eligible Federal payments and the levy of 15 per- 
cent is assessed until the debt is collected. Initially, IRS will refer 
approximately 5 million delinquent tax debts to FMS for collection. 
Tax levy is targeted for implementation in the summer of 2000. 

In order to improve the government's debt portfolio and encour- 
age Federal agencies to refer their debt to Treasury, FMS is work- 
ing with creditor agencies to help them analyze their debt and bet- 
ter manage their debt portfolios. As part of this effort, we are iden- 
tifying and resolving any barriers to refer eligible debts to Treas- 
ury, establishing agency referral schedules, developing a compli- 
ance plan and tracking mechanism, and working with the agencies 
to assess the value and collectability of delinquent nontax debt. 

As evidenced by the numbers, FMS has come a long way since 
the enactment of the DCI A. While much remains to te done, we 
are pleased with what has been accomplished so far. 

Mr. Chairman and Ranking Member Turner, this concludes my 
remarks. I would be happy to answer any questions that you may 
have. Thank you. 

Mr. FIorn. Well, thank you very much. Commissioner. 

[The prepared statement of M r. Gregg follows:] 
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INTRODUCTION 


Mr. Chairman and distinguished members of the Subcommittee; Good morning. I am 
pleased to report the progress made by Financial Management Service (FMS) in implementing 
the debt collection provisions of the Debt Collection Improvement Act of 1996 (DCIA). 

First, I would like to thank you, Mr. Chairman, Ranking Member Turner, and the other 
members of this Subcommittee for your continued support and encouragement. 1 welcome this 
opportunity to provide an update on our progress in implementing the DCIA. Treasury and 
FMS have made significant progress in implementing the DCIA since the last hearing on June 
5, 1998. Although Assistant Secretary Hammond touched on some of these accomplishments 
in his testimony, I would like to review them in greater detail, describe future program 
enhancements and finally, recap some of the challenges we face. 

During last year’s testimony, we expressed a need to reassess our approach, establish 
priorities, and focus our attention on first implementing those programs that would provide the 
greatest possible return on investment. These strategy changes have enabled us to move the 
debt collection program forward, resulting in increased collections. 

MERGER OF THE TAX REFUND OFFSET AND TREASURY OFFSET PROGRAMS 

Our most significant accomplishment, and our most challenging task, was the successful 
merger of the Tax Refund Offset and Treasury Offset Programs. Mr. Chairman, in April of 
1996, in remarks on the House floor in support of the DCIA, you described the intent of 
Congress that "FMS should perform both the Tax Refund Offset and the administrative offset 
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programs [and that] by merging these two programs, the Department of the Treasury [would] 
streamline and improve its operations.” Based on this guidance and the anticipated benefits of 
the merger, this undertaking was given top priority status by Treasury. 

Originally, FMS and IRS planned to merge the two programs in January 1998, in time for 
the 1998 tax-filing season. Instead of a full merger in 1998, IRS and FMS jointly developed a 
one-year transition plan with a revised merger date of January 1999. Following an incredible 
display of teamwork among IRS, the Federal Reserve System and FMS, and much hard work, 
the merger was successfully completed and the first offsets began on January 18,1 999. 
Although that was only five months ago, the fruits of our labors are already evident. Total Tax 
Refund Offset collections for calendar year 1999, through May 26th of this year, are almost 
$2.5 billion - already $643 million more than the amount collected during the same time 
period in 1998 and already exceeding the $2,028 billion collected for all of 1998. (Chart 1) 
Tax Refund Offsets have two components. Federal non-tax and child support collections. As 
of May 26, 1999, child support collections from Tax Refund Offsets totaled more than $1.2 
billion, an increase of more than $230 million over the same period in 1 998. Federal non-tax 
collections totaled over $1.2 billion, an increase of more than $414 million over the same 
period in the previous year. This dramatic increase can be attributed to a number of factors, 
including: 

1) System enhancements we made that allow offset matching on both social security numbers 
on joint tax returns; 2) An increase in debt referrals of $ 1 0 billion for child support and Federal 
non-tax debt, from $58.8 billion in 1998 to $68.3 billion in 1999; 3) System flexibility that 
allows creditor agencies to add and update debt records on a continuous basis; and 4) An 
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increase in the average amount and number of tax refund payments. 

CROSS-SERVICING/PRTVATE COLLECTION AGENCIES 

Notable progress has also been made in the area of Cross-Servicing, which represents a 
variety of tools used to collect delinquent debt referred by Federal agencies. As of April 30, 

1 999, cross-servicing collections, fiscal year to date, totaled $ 1 1 .6 million, an increase of $8.3 
million for the same period last year. When debts are referred for cross-servicing, FMS sends a 
demand letter on Treasury letterhead, followed by a phone call to the debtor. Since its 
inception, FMS has brought in $13.3 million in collections and $55.6 million in repayment 
agreements. 

If these collection efforts are unsuccessful, then, at 30 days, the debt is referred to one of 
twelve Private Collection Agencies (PCAs). PCAs use a variety of effective tools in collecting 
debt that has been referred to them. The PCAs have extensive ability to locate delinquent 
debtors and utilize collection strategies tailored to agency-specific requirements. To ensure 
that an appropriate balance is maintained between the aggressive pursuit of collections and the 
fair and equitable treatment of debtors, FMS monitors each PCA. In addition, FMS conducts 
on-site reviews to ensure PCA compliance with all applicable State and Federal laws, physical 
and persormel security guidelines, directives pertaining to resolution of complaints and 
collection strategies, and system requirements. Although the PCA contract has only been in 
place for a little more than one year, there have been no substantiated debtor complaints and 
collections have been steadily increasing. In February 1999, PCA collections exceeded $1 
million in one month for the first time. Collections for March and April 1999 increased to $1 .3 
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million and $1.7 million respectively. As of April 30, 1999, PCAs were responsible for $6.9 
million of the $1 1.6 million collected through cross-servicing in FY 1999. In addition, 
repayment agreements totaling more than $23 million have been established through the 
collection efforts of the PCAs; when combined with the efforts of the Birmingham Debt 
Management Operations Center, this brings the total to $78 million. (Chart 2) 

Future Enhancements/New Collection tools 


Now, I would like to take a few minutes to discuss several of the enhancements that FMS is 
making to strengthen the use of current collection tools and increase future collections. 
Administrative Offset is one of the areas where FMS has placed considerable emphasis. We 
have successfully expanded the TOP system to be able to handle the increased volume of debts 
and payments as the administrative offset program continues to grow. Significant groundwork 
has been laid in 1999 to increase the number of payment and debt types that are included in the 
offset program. In 2000, FMS will implement cycled SSA benefit offset, and expanded 
Federal salary offset. Implementation of these initiatives will significantly increase the volume 
of payments eligible for offset. FMS also remains firmly committed to increased debt referrals 
to TOP, and continues to work with Federal creditor agencies to assist them in fully complying 
with the DCIA. 

FMS has also been working in conjunction with State Governments to make the Tax Refund 
Offset program available to the States to collect delinquent State income tax debt as required 
by the Internal Revenue Service Restructuring and Reform Act of 1998. Changes will be made 
to the Treasury Offset Program so that the State income tax debt program will be available in 
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January 2000. In addition, FMS is working with the IRS to implement the continuous Tax 
Levy program. The continuous Tax Levy program was authorized by the Taxpayer Relief Act 
of 1997. Under this authority, delinquent tax debts are matched against eligible Federal 
payments and a levy of 1 5% is assessed until the debt is satisfied. This will allow IRS to 
capitalize on the automated Treasury Offset Program to levy Federal payments for collection of 
delinquent tax debt. Initially, IRS will refer approximately 5 million delinquent tax debts to 
FMS for collection. Tax Levy is targeted for implementation in the summer of 2000. 

In summary, during the next year, considerable effort will be devoted to increase the types 
of payments that can be offset. In addition, FMS will dramatically expand the amount and 
categories of debt in our debt collection program. These enhancements to centralized debt 
collection will require major changes to FMS’ automated systems and extensive work by 
numerous Federal agencies and those States participating in the State income tax offset 
program. While this work will press forward, it should also be recognized that we will be 
unable to implement major systems enhancements between October 1, 1999, and March 31, 
2000, to minimize Y2K risks. 

AGENCY REFERRALS 


In order to improve the Government’s debt portfolio and encourage Federal agencies to 
refer their debt to Treasury, FMS is working with creditor agencies to help them analyze then- 
debt and better manage their debt portfolios. As part of this effort, we are identifying and 
resolving any barriers to referral of eligible debts to Treasury, establishing agency referral 
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schedules, developing a compliance plan and tracking mechanism, and working with agencies 
to assess the value and collectability of delinquent non-tax debt. 

To further assist agencies, FMS has revised the Treasury Report on Receivables, which 
includes quarterly receivables reports from Federal agencies and is used to manage the Federal 
receivables portfolio. These revisions were made not only to satisfy the requirements of the 
DCIA, but also to provide a more accurate report of the government’s debt portfolio. The 
revised report identifies debts eligible for referral to FMS and tracks collection efforts by 
agencies. The enhanced Report on Receivables was implemented in April of 1 999 with an 
Internet-based application providing on-line access and real time information for Treasury and 
creditor agencies. 

CONCLUSION 


As evidenced by the numbers, FMS has come a long way since enactment of the DCIA. 
While much remains to be done, we are pleased with what we have accomplished so far. 
Collections have increased tremendously since the Tax Refund Offset merger, PCA collections 
have more than doubled, and referrals are on a steady rise as we continue to make great 
progress in the area of agency outreach. We also have a deliberate and extensive plan for 
expanding the debt collection program over the next year. Fueled by system enhancements, 
new program developments, the inclusion of additional payment streams and debt types, and a 
continued focus on maintaining strong, reciprocal relationships with the various Federal 
agencies, we are confident that the upward trend in collections and referrals will continue. 

Mr. Chairman, Ranking Member Turner, and other distinguished members of the 
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subcommittee, thank you again for your continued interest in the success of this extremely 
important program. At this time, I would be pleased to address any questions that you or the 
other members of the Subcommittee may have. 
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Mr. Horn. We are going to have questions 10 minutes per indi- 
vidual. There's Mr. Turner and myself. We will have one or two 
show up. This is a very complicated issue, and it's going to take 
us each 10 minutes to get involved with some of the questions. 

We appreciate very much what the Treasury is trying to do in 
terms of the various departments, but I would like to see where we 
are and where we might be because we had, at the time the Debt 
Collection Improvement Act became law, which Mrs. Maloney and 
I worked on together, only $2 billion of approximately $8 billion of 
debt eligible for cross-servicing referral for collection. 

Now, in light of the referral record, what efforts are being under- 
taken by your particular agency, to Mr. Gregg, to encourage agen- 
cies to refer their debts? Give me a feel for who the most reluctant 
agencies are to turn it over and what do you think the reason for 
not turning it over is. 

Mr. Gregg. One of the things that we've been doing for the last 
year, and we put a lot of emphasis on this, is to make sure we un- 
derstand if there are any hurdles in having more cross-servicing 
debt referred to us. Another thing we've done is to work to simplify 
the automated systems. 

Initially, I think there were some hurdles. We had a different 
system for the offset program and a different system for cross-serv- 
icing and that made it somewhat difficult for some of the agencies 
to come in. It wasn't a really streamlined process. We have worked 
to simplify and improve those systems. I think that has helped. I 
don't think we have barriers there any more. 

The other thing we've done is work hard with each of the agen- 
cies. Recently we've had commitments from many of the agencies 
on how they plan to improve over the next year, and that's some- 
thing that we have certainly been encouraging. I think it has the 
attention of the agencies, and we're making some progress. 

Mr. Horn. Have you ever had the situation where the Secretary 
of the Treasury picked up the telephone and called one of the recal- 
citrant Cabinet secretaries in this area, who probably doesn't even 
know what's going on in some of these areas. Has anybody in 
Treasury, either the Secretary, Under Secretary, said, "hey, what's 
going on over there fellows? You know, we've got a program here. 
We would like to look good." 

Mr. Hammond. There certainly have been instances where the 
Under Secretary, especially when Under Secretary Hawke was in 
that position, has made personal phone calls to key agency officials 
to discuss compliance with the debt collection program. The Sec- 
retary has shown a very keen interest in the overall management 
of this program. 

But I think what we have tried to do is establish very strong 
working relationships with the agencies and involve very high-level 
political support where necessary. 

I might add that Deputy Secretary Summers is particularly in- 
terested in the debt collection program and has a special focus on 
child support. 

Mr. Horn. I'm delighted to hear that. I know Secretary Rubin 
was one of the few secretaries that cared a lot about the adminis- 
tration of these programs. 

Now, Under Secretary Hawke is still in this role? 
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Mr. Hammond. No, Under Secretary Hawke has moved on to be 
the Comptroller of the Currency at Treasury, and the new Under 
Secretary, Gary Gensler, is very committed as well to the debt col- 
lection program. 

Mr. Horn. Well, I'm glad to hear it, and we look forward to 
working with both of the new appointees. 

I guess I need to know some of the reasons, in your judgment— 
we will ask the agencies, obviously— as to why they're not referring 
it. What do you think is the reason for that? 

Mr. Gregg. As I said before, I think partly it had been systems 
in the cross-servicing area, and I think we've worked through that. 

I think in other cases it's just trying to sit back and figure out 
what's best for a particular program. Some of these are very com- 
plicated. And unlike the offset program where it runs through and 
is matched against payments, cross-servicing is turning it over to 
FMS for collection. 

I think in some cases there have been some complications with 
the debt and trying to figure out whether or not that's the best 
thing for the program. 

I think a third thing is that agencies have been in some cases 
reluctant to say that they can't do it as well as FMS can do it. And 
that's something that I think that we've largely overcome, but it's 
been a bit slower than I would have liked. 

Mr. Horn. If I were an agency head, I would be so delighted that 
you're collecting the debts I couldn't tell you how delighted I'd be. 

Now, if I were an agency head I woulcf try not to be the heavy, 
and you know if you're in agriculture, you want to help farmers. 

I understand that. I 've been a farmer. It's a tough existence. 

No. 2, if you're over in HUD, you want to not sit down on some- 
body and squash them. You would like somebody else to face up to 
getting the debt collected. 

Now is that a motive here or what? Or are you just too charitable 
to your fellow agencies? 

Mr. Gregg. I think if you look at the increase that we've had in 
the offset program, that would tend to suggest that certainly 
there's a wish to protect constituents because those debts are also 
being collected. 

I think on the cross-servicing, again, in some cases there is con- 
cern that it is done right, and we've certainly found this past year 
in the tax refund offset program that it is heavy lifting to deal with 
all of the phone calls that we have received over this past year- 
in handling the calls and doing a good job. 

I think in some cases agencies want to make sure that we do 
that right, and that's fair. We've received over 1.5 million telephone 
calls through our Birmingham debt collection center since the be- 
ginning of this fiscal year primarily as a result of tax refund offset. 
And we have to be prepared, and I think we are, to handle those 
calls and everything else that goes along with the program and do 
a good job. 

Mr. Horn. Well, that's commendable. 

Mr. Secretary, how many of those debt programs depend upon re- 
capturing the debts so they can then give further loans? Is there 
any situation where the more you can bring back in loans you've 
already put out and get them to pay it off, you could then recycle 
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them? Certainly with some of the student aid funds and univer- 
sities where you have had that experiment, it depends on collection 
to help the next wave through. 

Mr. Hammond. Right. There are some programs, in essence, that 
work like a resolving fund where, in essence, the payment activity 
is necessary to fund it, but I think primarily what you find is that 
the impact of delinquencies and nonrepayment affects the subsidy 
rate under credit reform. And, therefore, it becomes a factor in the 
size of next year's program as you look at the amount of appropria- 
tion necessary to support the program. 

Obviously, the higher level of delinquencies that you have and 
lack of repayment, the higher the subsidy amount and more appro- 
priation is needed. In today's environment that is a very real issue 
as far as managing the program as appropriations become more 
and more difficult to obtai n. 

Mr. Horn. Well, just thinking along that line, it would seem to 
me that unless there's an incentive to get that debt so the next 
group of people can be eligible and have money available that 
maybe we ought to just tighten up at this end. 

Now, I realize a lot of these subject matter authorization commit- 
tees are really parts of the department, not necessarily the over- 
sight agency, to be charitable about it. I would think maybe that's 
an incentive if we can get somebody to face up to that. If you don't 
collect the debt, you don't get more money, but collect the debt, you 
will have the money. 

Mr. Hammond. Yes, I think it's obviously a very difficult and also 
a very complicated issue as you look at guaranteed programs ver- 
sus direct funding type of situations where there may be no upfront 
outlay of Federal funds but there certainly is a commitment of Fed- 
eral credit. I think as people walk through the framework of Fed- 
eral credit reform, it gives a real opportunity to take a hard look 
at the costs of these programs and reflect delinquencies and repay- 
ment within the overall appropriation. 

But I really think every program certainly has unique character- 
istics that you would want to look at before you put some sort of 
overall rule in place in that regard. 

Mr. Horn. Let me ask you. Commissioner Gr^g. Have we estab- 
lished performance goals for the rate of collection of referred debt 
within FMS? 

Mr. Gregg. Yes, we have, Mr. Chairman. As Don alluded to ear- 
lier, actually we have exceeded it as a result of the increase that 
we've had in the tax refund offset collections this year, and that's 
good. On the other hand, we need to continue to make sure that 
program works properly, given the huge amounts. But that doesn't 
mean that we're pausing because of the need to deal with more 
cross-servicing activity and to have more debt referred so that they 
can go get into our collection stream and then to the PCAs and also 
to do more with the administrative offset program, and we're cer- 
tainly focused on doing just that. 

Mr. Horn. Do you feel that your performance goals are being 
achieved? And, if not, what else do you need to do? 

Mr. Gregg. Overall, what we did is set a dollar performance 
goal; and we have, in fact, exceeded that this year and even next 
year's goal. But we need to get down to doing more with bringing 
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in the administrative offset program. And to do that what we envi- 
sioned for the next year is to bring in some additional major pay- 
ment streams like additional salary payments. We are doing some 
of that now, but we need to expand that, and we also need to in- 
clude benefit payments as part of the offset program. 

On the other hand, we will also be working to increase the 
amount of the debts that are eligible. We have two major additions 
that will be coming in next year, the State tax debt that will begin 
with five States, beginning in j anuary of next year; and we have 
the tax levy, which is a very large program, and working with IRS 
we're planning to implement that in the summer of 2000. 

Mr. Horn. Thank you. 

Eleven minutes for the ranking member to ask questions, Mr. 
T urner of Texas. 

Mr. Turner. Thank you, Mr. Chairman. 

j ust to followup. Commissioner, regarding the tax levy debt pro- 
gram. You mentioned earlier that the way that works is you had 
a 15 percent— describe how that program will work. 

Mr. Gregg. It's been around for a long time, and it wasn't part 
of the Debt Collection Improvement Act. But what we will do is to 
work with the I RS, and they will certify to us that these tax debts 
are due and that the taxpayer has received notice that they are de- 
linquent. They will then refer those debts to us. 

And I think the original plan is to begin with consumer debt to- 
taling roughly 5 million debts and refer that to us for collection. We 
will then match that against the payments that we make, whether 
it's salary or benefit payments, and impose a 15 percent levy, on 
the payments until the amount that's due is collect^. 

Mr. Turner. It's a one-time 15 percent? 

Mr. Gregg. Yes. 

Mr. Turner. One area I wanted to spend a little bit of time on, 
I don't know which one to ask you, but I wanted to get a full de- 
scription of your experience with the private collection agencies. 
And perhaps it would be helpful for you first just to describe what 
that— your relationship is with the private collection agencies, 
what kind of contract you have, what kind of reimbursement does 
it provide for the private agency. 

And then in your earlier comments. Commissioner, you made 
some reference to a referral time to the private collection agency 
after 30 days, and I was a little unclear on how that worked. That 
seemed like a pretty short period of time before you turned it over 
to a private collection agency. But if you would, describe your expe- 
rience, how that works and whether you think it's a good thing or 
not. 

Mr. Gregg. The use of private collection agencies was strongly 
encouraged by this subcommittee, and we have made a very effec- 
tive use of them. The contract is a 1-year contract with three 1- 
year options for renewal. The way that it works is in the cross- 
servicing areas, what we wanted to do is, looking at debt collection 
as a whole, make the best use and best return for the American 
taxpayer. 

If debts are referred to us from the creditor agencies, we, within 
FMS, work that debt for 30 days. That isn't very long but some- 
times, as Congresswoman Maloney pointed out on numerous occa- 
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sions, just getting a letter on Treasury letterhead helped, and, in 
fact, it has helped. 

We work that debt. We basically contact the debtor and try to 
give them a call. We also send the letter out. And if we're unsuc- 
cessful within the 30-day time period, then we pass that on to the 
private collection agencies; and in many cases we have been suc- 
cessful. 

We've collected, since we started this a little over a year ago, 
about $13.3 million within our Birmingham office where we have 
an office that handles this for us and another $56 million in repay- 
ment agreements. Again that's within FMS. At that point, it goes 
to the PCAs. 

Mr. Turner. Tell me why the 30 days. It does seem like that's 
an awful— you write a letter, you make a phone call, and if the 
payment hasn't shown up in your office in 30 days from what, from 
the date you initially began the effort? 

Mr. Gregg. Yes. 

Mr. Turner. Which is the issuance of the letter? 

Mr. Gregg. I think the reason is that we wanted to make maxi- 
mum use of private sector organizations that do this for a living 
and have a lot of expertise. So we have a contract with 12 PCAs 
who are in fact expert at this and so we wanted to have an oppor- 
tunity to make one more effort from the government to collect. But 
if we're unsuccessful, we turn it over to them fairly quickly, and 
30 days is quick. 

Mr. Turner. So if you send the letter on day 1, you made a 
phone call on day 7, and you don't receive any payment on day 30, 
you turn it over to the private collection agency. And what if on 
day 32 you get a check in the mail from the debtor? Who gets cred- 
it for the receipt of the payment? 

Mr. Gregg. My attorneys may correct me on this, but I think in 
that case it would come back to FMS, and we would, "take credit 
for it." The contract with the PCAs is a performance- based con- 
tract. They receive 23 percent of what they collect. 

And, also, there's a provision in there for a 2 percent bonus de- 
pending on how well they do, and all the debts are referred to the 
PCAs based on a calculation that distributes the debt randomly to 
the PCAs, so that no one gets any favoritism on what's referred to 
them. It's based on a formula. 

The debt is then worked by the PCAs, and to accept that collec- 
tions are made, then it goes into the government. 

Mr. Turner. So the standard fee is 23 percent, plus a 2 percent 
bonus? 

Mr. Gregg. Yes, and not all the PCAs get the bonus. It again 
is based on performance. 

Mr. Turner. Is there a standard measure of performance that 
makes the PCAs eligible for the 2 percent or is that a negotiated 
thing with each of the PCAs? 

Mr. Gregg. It's standard, and it's based on a combination of cri- 
teria. And they're all aware of what the standard is, and I think 
they get monthly reports on how well they're doing. 

Mr. Turner. And do you have enough experience with the PCAs 
now to be able to distinguish the ones that seem to be doing a good 
job from those that are not? 
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Mr. Gregg. There are certainly some that have done quite a bit 
better than others. And I 'm not sure exactly why that is, but it has 
been noticeable. 

Mr. Turner. And do you have discretion to then shift the refer- 
rals to the more successful PCAs, or are you doing that? 

Mr. Gregg. Under the contract, we continue referring with the 
exception of the bonus, based on what the contract provides and 
the criteria for that. I think at the time when we extend the con- 
tracts, that will have to be something that we look at, to see what 
approach we want to take going forward. 

I might add one other comment, Mr. Turner. At FMS, we've 
spent a considerable amount of resources and time making sure 
that the right levels of performance are provided by the PCAs in 
terms of how they treat the individuals, and I must say that 
they've done very well. We have the ability to monitor phone calls, 
and we track that very carefully. We did that from the very begin- 
ning of the program. And at least from my perspective, the han- 
dling of the debt is being done very well by the PCAs, and I 'm cer- 
tainly satisfied with the use of them. 

Mr. Hammond. If I might just add to that, just from a depart- 
mental standpoint, we certainly would become aware of high vol- 
umes of complaint activity, and I can't remember the last time I 
saw a congressional or a constituent letter reflecting on a com- 
plaint dealing with a private collection agency in their approach 
under the debt collection program. I think it's gone as smoothly as 
one could certainly have imagined. 

Mr. Turner. How long a contract does the PCA have with you? 

Mr. Gregg. I believe it is a 1-year contract with three 1-year op- 
tions for renewal. 

Mr. Hammond. Yes, three 1-year renewal options at the end. 

Mr. Turner. And so your agreement with all of them that you 
contract with is that your referrals of the debt will be random so 
that no agency gets any preference over what referral they get? 

Mr. Hammond. The mix of the debt is random. The percentage 
of the amount of debt that you get after the initial period starts 
to be based on performance. So what you find is that there's no 
preference given for one type of debt over another. That is always 
a random assignment. But as you become better at collecting debt, 
you get a higher percentage of the overall referral. 

Mr. Turner. So if your performance is good, you will get more 
referrals. If your performance is not, you may drop off the map in 
terms of business? 

Mr. Hammond. They all continue to get referrals but top per- 
formers get more. 

Mr. Turner. How do you become eligible for the 2 percent 
bonus? 

Mr. Gregg. Again, there are criteria that are based strictly on 
performance. I think there are four or five elements of that and 
that's known to the PCAs and we provide them information. So 
there should be no surprises. 

Mr. Hammond. My understanding, it's mathematical— as Dick 
had mentioned. It's an actual computation based on performance 
and a weighting of factors. 

Mr. Turner. OK. Thank you, Mr. Chairman. 
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Mr. Horn. Well, thank you very much. That's a very good line 
of questioning. 

I now, without objection, will yield to the gentleman from Or- 
^on, Mr. Walden. We always try to accommodate Members' situa- 
tions. He's got to be in three places over the next 20 minutes. So 
go ahead. 

Mr. Walden. Thank you, Mr. Chairman. 

Mr. Horn. And his statement will be after Mr. Turner's opening 
statement in the record. 

Mr. Walden. Thank you very much, Mr. Chairman. And thank 
you to members of the subcommittee as well for that. 

This is an issue that I have developed some interest in since 
coming to Congress. Having been a small business owner for 13 
years, I have watched on that arena of the issue as well. 

Mr. Chairman, I want to thank you for your ongoing leadership 
in Federal debt collection issues. I think I can speak for all Ameri- 
cans in placing my appreciation for your pursuit of responsible debt 
collection policies. 

I would like to speak for a moment about the importance of in- 
suring Federal agencies create incentives for debt collection con- 
tractors to obtain voluntary payments from the debtors before insti- 
tuting involuntary collection actions such as wage garnishment or 
litigation against that debtor. I understand the importance of tak- 
ing those steps as well. 

I say this because, under the Department of Education contract, 
for example, a contractor has a greater incentive to collect a debt 
through involuntary administrative wage desistement procedures 
rather than through the voluntary payments from the debtor. This 
is because the methodology used by the Department of Education 
to evaluate the performance of its contractors, allocate accounts 
among contractors and paid bonuses is weighted in favor of wage 
garnishment and deemphasizes voluntary collections. 

The preparation of cases for litigation is also given substantial 
weight. As the gentleman from California and I have discussed, I 
would like to see the Department of Education alter its approach 
to give voluntary collections greater emphasis over coercive meth- 
ods. In my view, the performance of the debt collection contractor 
in achieving net-back collections for the government should receive 
a higher percentage than 75 percent or so of the weighting and 
evaluation methodology, and the preparation of cases for litigation 
or wage garnishment should receive no more than 20 or 25 percent 
defined. 

These reforms would help the Federal Government I think do a 
better job of collecting its debts in an efficient and voluntary man- 
ner. I look forward to working with the chairman and the adminis- 
tration, members of the minority of this committee to continue ad- 
dressing these issues and making Federal debt collection more vol- 
untary and more effective. 

Thank you, Mr. Chairman. And if either of the witnesses would 
like to address those issues or not. 

Mr. Horn. Would you want to respond to that? 

Mr. Hammond. I would be happy to begin. 

First, well, we do have— under the private collection agency con- 
tract is value awarded for voluntary payment agreements, and our 
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experience to date has shown that they've been used quite exten- 
sively. In fact, at this point we have two to one voluntary repay- 
ment agreements from the PCA side to actual collections through 
the collection actions themselves. 

But perhaps even more significantly, during that 30-day period 
before debts are referred to the private collection agencies, we 
found that we've entered into, as Dick mentioned, $56 million 
worth of voluntary repayment agreements, taking the debt com- 
pletely off the table and then eliminating it from referral to the 
PCA at this point. 

So while we've collected about $23 million both between our own 
center and through the PCAs in actual debt collection actions, we 
have an additional $80 million in voluntary repayment agreements. 
It's obviously a very important part of our program. 

One of the features we offer as part of that is the capability for 
them to enter into what we call a debit relationship where, in es- 
sence, the payment is paid out of their checking account on a recur- 
ring basis every month. Once they set up the agreement, then they 
really don't have to worry about it anymore. And we've had some 
good success with that as well. 

Mr. Walden. Mr. Gregg. 

Mr. Gregg. The only other comment I would make, and this var- 
ies from creditor agencies to creditor agencies, but in some cases 
they actually give us some discretion to settle at less than 100 
cents on the dollar. Depending on the circumstances, such as the 
age of debts. So we have some discretion there again with the view 
toward trying to get what makes most sense to the government 
done as opposed to saying, well, this is what you owe and this is 
what you've got to pay. 

Mr. Walden. Thanks, Mr. Chairman. That's the point I would 
make, is that the extent that— voluntary agreements— sometimes I 
found in my own business in 13 years, you can go a long way if 
you can sit down and sometimes settle these things without going 
through the formalized collection process, and sometimes even if 
you get the judgment, it's worthless, frankly. 

Now, the Treasury Department has a little more power than the 
average small business in making those judgments work out, but 
clearly it seems to me that if we can incent companies to do those 
voluntary approaches through how their contracts work, as opposed 
to just rewarding litigation more, I think we would all benefit 
more. That's the point I wanted to make. 

Thank you, Mr. Chairman. 

Mr. Horn. Thank you very much. 

I now yield 11 minutes to the gentlewoman from Illinois, Mrs. 
Biggert, the vice chairman of the subcommittee. 

Mrs. Biggert. Thank you, Mr. Chairman. 

Both of you in your testimony talked about child support, and I 
would like to go into that a little bit more. 

I think that having served in the Illinois Legislature and havng 
seen the problems that we had with trying to collect, it seems like 
you made great strides in this past year in debt collection, and I 
wondered how it worked in combination with the States. If you 
could just go over the process a little bit? 
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Mr. Hammond. Let me give you a quick overview. I would be 
happy to walk through how we interact. 

The States deal with the Health and Human Services Depart- 
ment's Office of Child Support Enforcement and through that 
mechanism refer debts to HHS which, in turn, refers them to us, 
noting what programs th^ want to participate in. By HHS regula- 
tion, all States are required to submit their child support delin- 
quencies for tax refund offset and States have the option but are 
not required to send their child support debts in for other adminis- 
trative offset collection through the offset program. 

So our system actually differentiates by the type of payment 
going through, whether or not an eligible child support debt can be 
offset, for example, from a tax refund or alternatively from a Fed- 
eral salary payment. And that type of differentiation goes on with- 
in the system itself. 

We currently obviously have all 50 States participating in the tax 
refund offset program, and that's been a very active program for 
a number of years, but just with the enhancements this year alone, 
we've collect^ an additional $230 million over what we did the last 
year. 

Mrs. Biggert. What do you mean by— what enhancements have 
been possible? 

Mr. Hammond. For example, we now match both Social Security 
numbers on a joint tax return, whereas previously the system only 
looked for the primary Social Security number. So, in essence, by- 
people had the opportunity, I think, to avoid the tax refund offset 
by switching the order or sequencing on the return. That no longer 
is the circumstance. 

In addition, we allow for more active debt management of the 
file. It used to be for tax refund offset you had to submit one file 
by a certain date, and that was the file you were left with for the 
season. You're now allowed to weekly update that file and bring in 
additional debts, and we found that that flexibility has allowed us 
to bring in more information as well. 

Mrs. Biggert. In your statement, you said that the challenge 
over the next year is to increase the number of States that fully 
participate in the administrative offset 

Mr. Hammond. Right. 

Mrs. Biggert [continuing]. Components. About how many States 
really do fully participate right now? 

Mr. Hammond. Right now we have 22 States that are participat- 
ing in the administrative offset program. It's a very difficult pro- 
gram for us to bring up, and so it has gone a little slower than we 
would have liked. 

Primarily, the complexity comes from the fact that child support 
has been a very active debt collection field for some time. So, for 
example, when we bring a Federal retiree's Federal retirement pay- 
ment into the offset program, that retirement payment already 
may be garnished at the State level. We have to make sure that 
for those obligations that where there's already an existing gar- 
nishment that we don't come in and offset again, in essence collect- 
ing the same debt twice. We've had to go through and redesign our 
systems to be able to accommodate that. 
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We're now in a position to do that. And as we get more and more 
payment streams brought into the Federal offset system, then what 
we will have is more and more additional State interests in partici- 
pating. 

Mrs. Biggert. It seems that so much of the problem is that 
States have not been able to find somebody. But if you can find 
them through the tax return, then the next year does the State 
then— do they notify where this person is so that they can pursue 
them, so you might get that double payment? 

Mr. Hammond. I would have to defer to HHS. But I believe that 
HHS does a very active job of both checking residences off the tax 
files, as well as they now have the data base of new hires that 
they've been developing which allows them to basically— allows 
them to track people based on changes in employment. 

And from that circumstance, if someone were to frequently 
change jobs to avoid paying child support obligations, the new hire 
data base in essence facilitates that capability for HHS to find 
them. 

Mrs. Biggert. So there really is interaction between the States— 
I know we pass bills that we could go into the State and have the 
ability to send the letters in to collect theirs. So really that might 
not even be so necessary now that there seems to be the 
national 

Mr. Hammond. Well, I think this is a program where the more 
effort that you can bring to bear on the collection of the child sup- 
port, the more success you have. It's very complicated because of 
the interstate aspects of it and people with a high level of mobility. 

I think the more cooperation you have and the more resources 
available to deal with this— because it certainly is a very large na- 
tional issue. 

Mrs. Biggert. When a debt is collected, is there a deduction or 
a fee? Since it's not a private agency doing that, is there a fee for 
that? 

Mr. Hammond. There is a— what we call an offset fee or a trans- 
action fee, which is deducted from the amount collected and then, 
depending upon the nature of the debt, can either be added on to 
the debt that's outstanding or can be paid, you know, just from the 
collection that— before it's passed through. 

It's a flat dollar fee for the offset program, and I believe it's cur- 
rently about $6 an offset— I 'm sorry, about $7.50. 

Mrs. Biggert. So that would be monthly? 

Mr. Hammond. If someone were a retiree and, for example, you 
were offsetting, let's say, $100 a month out of someone's retirement 
payment, then each month there would be a $7.50 charge. 

One of the things that we've been looking at is how to deal with 
recurring payments for something like that, a child support debt, 
where the debt may be large and you're going to see an ongoing 
series of offsets. 

Mrs. Biggert. How would that compare to a private agency? 

Mr. Hammond. I would suspect it's dramatically cheaper, but it's 
not really a fair comparison, because I 'm not sure any private agen- 
cy really has the same type of offset capability given the stream of 
payments that we have available to us. 
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Mrs. Biggert. OK. Then according to the Treasury's fiscal year 
1998 accountability report, the Department of Education and the 
HHS were granted waivers from a Debt Collection Improvement 
Act cross-servicing provision. 

Mr. Hammond. Right. 

Mrs. Biggert. And, in addition, the December 1996, Federal 
Debt Collection Center Designation Policy Procedures and Stand- 
ards states that, after 1 year. Treasury will review the agency's 
debt collection operations to determine whether the continuation of 
the waiver is warranted. 

When will the review take place for education and HHS? 

Mr. Gregg. I'm not sure exactly. Both of those were authorized 
fairly recently, I believe. But we are committed to review those. 

I must also say that in the approach that we've taken in granting 
those authorizations for debt collections status we've been pretty 
careful with them. And I think in the case of HHS, it was for a 
specific category of debts; and for Education, it was based on their 
overall performance. 

But we've had requests from other agencies, and we've looked at 
those pretty hard with the view of whether or not in our view it 
made sense to authorize them as debt collection centers, even for 
their own debts, because of the opportunities for some of the pro- 
grams that we have. So we've taken a fairly stringent view on au- 
thorizing those. 

Mrs. Biggert. But HHS was granted a waiver for servicing their 
own debts and yet denied a government wide debt collection center 
designation? 

Mr. Gregg. Yes, that's correct. 

Mrs. Biggert. Why was that? 

Mr. Gregg. I think it was not for all of their debts either, I don't 
believe. But it was for some category. And it was based on our view 
of their knowledge of the program and we thought it would be bet- 
ter for debt collection as a whole, rather than sending that to us. 
But we didn't feel that they necessarily had the expertise govern- 
mentwide to do that and so we denied them for a broader cross- 
servicing. 

Mrs. Biggert. Thank you. I yield back the balance of my time. 

Mr. Horn. Thank you very much. 

The gentleman from Texas, Mr. Turner, 10 minutes. 

Mr. Turner. Thank you, Mr. Chairman. 

Can a private child support collection agency that operates, many 
of them, in our States, can they access your offset program after 
they've gotten a judgment or some kind of court order? 

Mr. Hammond. The short answer would be no. I assume when 
you say private you're talking about the situations where they've 
contracted with the State in essence to collect or take more aggres- 
sive action within the State for the State-administered child sup- 
port obligations. 

The offset program, those same debts, depending upon how the 
State allocates them, could in fact be in the offset program, but 
they would not be to the credit of the subcontractor or the contrac- 
tor for the State. It would simply be collected on behalf of the State 
through the offset program. But you can have concurrent debt col- 
lection activities taking place. That's why it's very important to 
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have systems that are robust enough to update the status of the 
debt on a regular basis, because people do pay or, in addition, there 
may be additional judgments in making the debt even larger. But 
you want to have that information as current as possible in the 
system. 

Mr. Turner. So the State operating a child support collection ac- 
tivity has access to the offset program, but a private agency does 
not? 

Mr. Hammond. Well, the private agency— I guess I'm a little bit 
confused. If the State were, for example, to have sold its delinquent 
child support obligations, I'm not sure if any States are in a posi- 
tion to do that, then they would not— in that circumstance, they 
would not have access to the offset program, because they would 
be privately held. 

If, on the other hand, those debts were still considered debts ad- 
ministered by the State, whether the State had contracted out the 
work to, you know, similar to our contract with private collection 
agencies, then referral into the offset program through HHS would 
still be available. 

Mr. Turner. I guess what I need to have you comment on, 
what's the public policy reason for making the distinction— obvi- 
ously, you have a lot of leverage with the offset program in collect- 
ing child support. Would it be advisable from a public policy van- 
tage point to allow further collections of child support through the 
offset program? 

Mr. Hammond. It actually raises some very difficult policy issues, 
surprisingly, having to do with access to confidential tax informa- 
tion. There are some very strict requirements on the IRS, in addi- 
tion to, anyone else who handles taxpayer information. And since 
the primary source of child support collections through the offset 
program are tax refund offsets, there are some very difficult issues 
related to sharing information related to— in essence, someone's tax 
status at the same time that collection action is being taken by a 
private debt collector. 

IRS works very diligently with HHS on trying to deal with these 
issues, but as more and more States contract out their child sup- 
port activity, the issues get more and more complicated. 

Mr. Turner. If a private child support collection agency gets an 
order for garnishment of wages, they obviously can collect some- 
body's who is earning a salary. Is there any way under current law 
that they can get the income tax refund that may be due to the 
debtor? 

Mr. Hammond. If the private collection agency is acting on behalf 
of the State, I believe that they can participate through the offset 
program fully. If— and I realize this is a distinction I'm having a 
little trouble with this morning, to be honest with you, is knowing 
who actually owns that debt, and I think there's a fact pattern here 
as to whether, if the debt is owned by the private collection agency, 
they do not have the same rights as coming in and participating 
at the Federal law as if the debt is still owned by the State, even 
though it may be being serviced by a private collection agency. 

So I think there's a level of legal distinctions here that I would 
have to understand more fully before I could probably answer the 
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question. We could certainly get more information and provide you 
a followup answer after the hearing. 

Mr. Turner. Commissioner, do you have any thoughts on this 
subject? 

Mr. Gregg. I think Don covered it about as well as I could. Real- 
ly, when debts are referred to us for child support, we deal really 
with HHS. And I don't fully understand how much of that is com- 
ing in through State agencies and how much is coming in from pri- 
vate collection agencies. We will have to look into that and get back 
to you. 

Mr. Horn. Without objection, your answer will be inserted at 
this point in the record. 

[The information referred to follows:] 

According to the Office of Child Support Enforcement (OCSE), it does not receive 
information from its state agencies as to whether referrals are processed through 
the state or a private collection agency. All referrals are received by OCSE through 
a single point of entry and are not distinguished by the criteria requested. 

Mr. Horn. If I might ask one question following on this. 

When we got into this bill in 1996, I had long discussions with 
the IRS. And when I said "since you aren't organized to collect, 
why don't you use private bill collectors?" Well, privacy was the an- 
swer. And I don't see that. Because all we're asking is that you tell 
me what they owe the U.S. Government and then give them the 
address and let them get the debt. And, if there's a problem on 
their taxes or anything like that, fine, you then refer them to the 
experts in the I RS if it's an income tax situation. 

Now, I don't know what is so complicated about that. There's a 
debt owed, knock on the door, try to get them into a payment plan. 
And you don't have to get into the details or the tax collector 
doesn't have to know that. All they know is the final amount owed 
the Federal Government. What's wrong with that statement? 

Mr. Hammond. Not being an attorney, I'm sure I won't give it all 
the justice that it deserves. But the IRS has a provision in the In- 
ternal Revenue Code, section 6103, which has to do with the re- 
lease and handling of confidential taxpayer information. How that 
provision is interpreted and applied is something that tends to be 
extremely more complicated than it might initially appear on its 
face. 

That is something that is administered by the attorneys over at 
the Internal Revenue Service; and they have, and rightfully so, 
given that it carries personal penalties attached to the release of 
that information, been very conservative and judicious in how they 
interpret it, that language. 

Mr. Horn. Well, I just wonder, once it gets into your process, it's 
a debt of the United States. They don't have to know whether the 
taxes are paid or anything else. And they don't really know that. 
I t's a debt. 

Mr. Hammond. And for most debt streams that works exactly 
like that. Unfortunately, with child support, there are different 
treatments of the collected debt. If it's offset against a tax refund 
payment, it gets a different allocation structure. So it has to actu- 
ally be identified within the output as to whether or not it came 
from a tax refund or say a Federal salary payment, and that adds 



46 


another level of complexity to the actual collection of child support 
obligations. 

Child support may, just as an aside, may be the single most com- 
plicated program that I 've come across in a long time as far as the 
different rules and allocation structures. It even depends whether 
or not the debt is owed by the delinquent parent directly or wheth- 
er or not the State-administered TANF benefits in the interim in 
which case then the State is titled to reclaim before the family. 
And there's a very complicated allocation and categorization proc- 
ess attached to it. 

Mr. Turner. I guess that's how we first got into Federal involve- 
ment. Collecting child support was the justification offset, the wel- 
fare payments being made to the custodial parent. But it does seem 
to be worthwhile at least explore the idea of giving a custodial par- 
ent access to our system of offsets for tax payments, whether they 
be a welfare mother or be a nonwelfare mother. 

Mr. FIammond. I believe most custodial parents— most States 
offer custodial parents the opportunity to bring judgments into the 
State system by paying a processing fee and then have it included 
in the amount referred by the State to FI FIS. 

From our standpoint, we wouldn't necessarily see that distinc- 
tion, but the State when they got the collections back would know 
where to allocate the various payments back. 

Mr. Turner. Let me turn to another subject. 

I notice that one of the departments that has not yet made refer- 
rals to you of delinquent debt is the Department of Defense. What 
are the complexities involved with Department of Defense debts? 
I've been told there's about $1.4 billion in delinquent debts that is 
eligible for cross-servicing and $900 million that's eligible for offset. 
What's the explanation from your vantage point of the lack of 
progress in working with the Department of Defense? 

Mr. FiAMMOND. I believe it's a couplefold; and, like anything in- 
volving the Department of Defense, it's somewhat complicated. But 
I believe it can really be boiled down to an issue of primarily those 
debts, as I understand it, are contract-related obligations and 
therefore have to be viewed in the overall administration of the 
contract. They may in many cases be, for example, contract over- 
payments or claims related to contract nonperformance. 

And then, in addition, the capability of interfacing with the De- 
partment of Defense's systems to allow for the effective referral of 
that information is, of course, always an issue. 

Mr. Turner. Commissioner, do you have any comments on it? 

Mr. Gregg. I think in the cross-servicing area, there's a sizable 
amount that we're talking about with the Department of Defense 
right now on whether or not that is actually eligible to be referred 
to us for cross-servicing. We hope to have an answer to that before 
too long. But it's a significant amount; and depending on how that 
is finally resolved, these figures will either look a lot better or they 
will look as they are right now. 

Mr. Turner. All right. Thank you, Mr. Chairman. 

Mr. FIorn. Do you have any more questions? Feel free. 

Mr. Turner. No, I 'm fine. 

Mr. FIorn. Mrs. Biggert, do you have any other questions? 

Mrs. Biggert. No. 
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Mr. Horn. I have one last question. The rest, if you don't mind, 
we will submit to you and you can answer them at your leisure. 

The last question is this. Under the Debt Collection I mprovement 
Act of 1996, it required that there would be a report no later than 
April 1999, on a one-time basis to Congress on the collection serv- 
ices provided by the Treasury and the other entities collecting on 
behalf of the Federal agencies. When do you expect to provide the 
report to Congress? 

Mr. Hammond. That report is currently going through clearance 
at the T reasury Department. I would like to say that was the most 
efficient process in the world. Sometimes it can take a little longer 
than we would all hope. We would expect to have it to you very 
shortly. 

Mr. Horn. We understand that. 

Well, we thank you. You've been excellent witnesses. I think 
we've learned a lot this morning as to what is happening in the 
process, and we appreciate you coming. 

Mr. Gregg. Thank you, Mr. Chairman. 

Mr. Horn. Thank you very much. 

Mr. Hammond. Thank you. 

Mr. Horn. Now, we will ask panel two to come forward: Mr. 
Thomas Pestka, the Director of Debt Collection Service, the U.S. 
Department of Education; Sally Thompson, Chief Financial Officer, 
U.S. Department of Agriculture; and she's accompanied by Richard 
M. Guyer, the Director of the Fiscal Policy Division. Saul Ramirez, 
Deputy Secretary, U.S. Department of Health and Human Services; 
accompanied by David Gibbons, Director of Office of Budget, and 
Victoria L. Bateman, Comptroller, Federal Housing Administration. 

So if all of the ones I named will stand and see if we can get 
them around the table here or sit right behind the principals. 
[Witnesses sworn.] 

Mr. Horn. The clerk will note six heads have shaken positively. 
OK. Thank you for coming; and we will start with Mr. Pestka, 
the Director of Debt Collection Service for the U.S. Department of 
Education. 

Mr. Pestka. 

STATEMENTS OF THOMAS J . PESTKA, DIRECTOR, DEBT COL- 
LECTION SERVICE, U.S. DEPARTMENT OF EDUCATION; 
SALLY THOMPSON, CHIEF FINANCIAL OFFICER, U.S. DE- 
PARTMENT OF AGRICULTURE; RICHARD M. GUYER, DIREC- 
TOR, FISCAL POLICY DIVISION; SAUL RAMIREZ, DEPUTY 
SECRETARY, U.S. DEPARTMENT OF HOUSING AND URBAN 
DEVELOPMENT; DAVID GIBBONS, DIRECTOR, OFFICE OF 
BUDGET; AND VICTORIA L. BATEMAN, COMPTROLLER, FED- 
ERAL HOUSING ADMINISTRATION 

Mr. Pestka. Mr. Chairman and members of the subcommittee, 
i'm pieased to be here today to discuss with you the impiementa- 
tion of the Debt Coiiection i mprovement Act of 1996 by the Depart- 
ment of Education. The Department has undertaken a broad range 
of activities to continuaiiy improve coiiection efforts in the Office of 
Student Finandai Assistance, Debt Coiiection Service. 

We are committed to expanding our efforts. Last year, in recogni- 
tion of our performance, the Department of the Treasury granted 
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the Office of Student Financial Assistance a waiver to service its 
own student loan debts— as a debt collection center. 

Also last year, the Office of Student Financial Assistance was 
designated the government's first performance-based organization. 
Under the performance-based organization, we expect continued re- 
finement of our debt collection efforts and the realization of greater 
operating efficiencies as new authorities are implemented. 

One performance-based organization priority will be to enhance 
collaborative efforts with schools, guaranty agencies and lenders to 
reduce the likelihood of default by borrowers in both the guaran- 
teed and direct student loan programs. Efforts will also be made 
to emulate best in business practices by the private sector to im- 
prove our understanding of our portfolio and begin tailoring our 
collection efforts, recognizing the varying needs of different port- 
folio segments. 

The Department of Education has been the primary source of 
federally funded student loans. Students have received about $300 
billion in loans since the enactment of the Fligher Education Act 
of 1965. The vast majority of student loan borrowers have repaid 
or are currently repaying their loans. Flowever, some borrowers de- 
fault on their loans. 

Our challenge is to collect as much as possible on defaulted stu- 
dent loans. The challenge is considerable because student loans are 
inherently risky. Creditworthiness is not a prerequisite for student 
loan eligibility. The government and private lenders are left with 
no collateral in the event of default. Student loan borrowers fre- 
quently relocate after having left school. This creates a problem 
with servicing and collecting student loans. 

The Department has undertaken many initiatives to improve col- 
lections on defaulted loans. From the late 1970's through the 
1990's, the Department implemented a number of collection mecha- 
nisms that were subsequently required of all agencies by the Debt 
Collection I mprovement Act. 

I would like to highlight some of our recent collection efforts. For 
Treasury's 1999 offset year, the Department and the student loan 
guaranty agencies referred $16 billion in past-due receivables to 
Treasury for offset. For the first 8 months of fiscal year 1999, the 
Department's offsets are approaching $700 million. This represents 
the most successful year ever by the Department. Treasury offsets 
have totaled $1.8 billion si nee fiscal year 1997. 

Since 1979, the Debt Collection Service continued to expand its 
partnerships with private collection agencies. Partnering with pri- 
vate collection agencies has been one of our most successful initia- 
tives. We now have 17 private collection agencies under contract. 
Our most recent contract has several performance-based evaluation 
measures. 

Since fiscal year 1997, private collection agencies have generated 
$405 million in collections. The Debt Collection Service also recog- 
nizes significant collections from accounts that are serviced by our 
regional services in partnership with our public inquiry contractors. 
These collections totaled $242 million since fiscal 1997. 

Administrative wage garnishment has become an effective tool in 
performing our collections on student loans. We began using it 4 
years ago. About 100,000 defaulted loans are now in garnishment 
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status. I n order to maximize the effectiveness of wage garnishment, 
we want to continue to work with Congress to develop legislation 
as proposed in the President's budget that would provide access to 
other Federal data bases, such as the National Directory of New 
Hires for borrower employment information. We believe such access 
will allow us to expand the use of wage garnishment and ulti- 
mately generate significantly greater collections for the govern- 
ment. 

The Department of Education has analyzed defaulted student 
loan sales over the past 10 years and has found that defaulted stu- 
dent loan sales are not in the Department's fiscal interest. 

During the past year, the Department let an advisory contract 
through GSA's new financial asset services contract. The financial 
advisors spent several months evaluating our collection strategies. 
The most interesting proposal involves expanding student loan col- 
lection recoveries through highly specialized servicing arrange- 
ments. The Department and the Debt Collection Service are pres- 
ently evaluating this proposal. 

There continues to be an interest in the Department of Education 
to enable defaulted borrowers to begin making repayments through 
a variety of flexibility repayment options. The consolidation and re- 
habilitation loan programs were instituted to meet these objectives. 
The private collection agencies have been instrumental in assisting 
student loan borrowers to reschedule over $1 billion in defaulted 
indebtedness over the past 5 fiscal years. 

This concludes my remarks. I would be glad to answer any ques- 
tions. 

Mr. Horn. You don't have to conclude it just because the red 
light went on. We allow— you are probably— if that's your conclu- 
sion, you're the most efficient witness we've ever had. Either that 
or the clock is crazy, which is possible. 

Mr. Pestka. I timed this thing several times last night, and I 
have a summary, but it's superfluous. 

Mr. Horn. OK. Fine. 

[The prepared statement of Mr. Pestka follows:] 
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Statement of Thomas Pestka, Director 
Debt Collection Service 

Office of Student Financial Assistance Programs 
Department of Education 
to the Subcommittee 

on Government Management, Information, and Technology 
United States House of Representatives Committee on 
Government Reform and Oversight 

June 15, 1999 

Hearing on Implementation of and Compliance with 
the Debt Collection Improvement Act of 1996 


Mr. Chairman and Members of the Subcommittee, 

Fm pleased to be here today to discuss with you the implementation of and compliance 
with the Debt Collection Improvement Act of 1996 (DCIA) by the Department of 
Education, Office of Student Financial Assistance Programs (OSFAP). The Department 
has undertaken a broad range of activities over the past two decades to continually 
improve our debt collection efforts, and we are committed to expanding and refining our 
efTorts even further in the future. Last year, OSFAP was designated the Federal 
Government’s first Performance-based organization (PBO). Under the PBO, we expect 
continued refinement of our debt collection efTorts and the realization of greater operating 
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efficiencies as OSFAP authorities are implemented. One of the OSFAP's priorities will be 
enhancing collaborative efforts with postsecondary schools, guaranty agencies, and 
lenders to reduce the likelihood of default by borrowers in both the guaranteed and direct 
student loan programs, 

I am the Service Director of the Debt Collection Service (DCS) in the OSFAP. DCS is 
the organizational unit with the operational responsibility for the collection of defaulted 
student loans and the implementation of the DCI.A., DCS provides specialized debt 
management services for the defaulted student loan portfolio assigned to the Department 
of Education. DCS is headquartered in Washington, D.C. with regional offices in San 
Francisco, Chicago and Atlanta. Our DCS regional employees oversee contractor 
operations and perform dispute resolution, hearings, and claims adjudication 

Our Challense 

For many years now, the Department of Education has been the primary source of 
federally supported student loans. Our William D. Ford Federal Direct Loan (Direct 
Loans) and Family Federal Education Loan (FFEL) programs have enabled many 
millions of students to afford to go to college. Through those programs, students have 
received about S300 billion in loans since the enactment of the Higher Education Act 
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of 1965 (HEA). The vast majority of student loan borrowers have repaid, or are 
currently repaying, their loans. However, some borrowers default on their loans. The 
Department is determined to prevent defaults, and if they occur, to see defaulters fulfill 
their obligations to repay their loans. 

Our challenge in DCS is to collect as much as possible on defaulted student loans. This 
challenge is considerable because student loans are inherently risky. Student loans must 
be made available to borrowers who might otherwise not be able to obtain credit in the 
private sector to ensure their access to higher education. Thus credit-worthiness is not a 
prerequisite for eligibility for a student loan. Because the loans are unsecured, the 
government and private lenders are left with no collateral to collect against in the event of 
default. Student loan borrowers frequently relocate after leaving school, which often 
makes it difficult to contact them for the purpose of servicing and collecting loans. All of 
these factors combine to make student loan collections uniquely challenging. 

Our Response 

The Department has undertaken many initiatives to improve collections on defaulted 
loans. Those actions, including the implementation of the DCIA, have gone a long way 
toward improving the effectiveness of collecting unpaid student loans. In recognition of 
our past and continuing success, on November 5, 1998, the Department of Treasury’s 
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Under Secretary for Domestic Finance, John D. Hawke, Jr. granted the Debt Collection 
Service a waiver to service us own student loan debts. 

From the late 1970's through the 1990's, the Department implemented a number of the 
debt collection mechanisms that were subsequently required of all agencies by the DCIA. 
The use of private collection agencies, treasury offset and administrative wage 
garnishment, federal salary offset, credit bureau reporting and the requirement of taxpayer 
identification numbers have been in place at the Department of Education for a long time. 
I will highlight some of our accomplishments that conform to the major provisions of the 
DCIA. For the thirty-two months from October 1, 1996toMay31, 1999 DCS has 
collected over S2.5 billion in defaulted student loans. 

Private Collection Agencies 

Since 1979, DCS has continued to expand its relationships with private sector partners to 
maximize collections. Using private collection agencies has been one of our most 
successful decisions. We presently have 1 7 private collection agencies under contract. 
Our most recent contract has several performance-based evaluation measures. The 
private collection agencies are evaluated and rated according to the overall service they 
perform, as well as their ability to collect the defaulted student loan debt. The collection 
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agencies that perform best across all of these categories receive additional incentives, 
both monetary and new account placements. 

Over the past thirty-two months, private collection agencies have generated $405 
million in collections. (See Chart) More than ninety percent of these collections 
represent borrowers making regular monthly payments on their defaulted student loans, 
or borrowers satisfying their obligations in full. As the private collection agencies 
additionally refer student loan accounts for litigation, they make a significant contribution 
to the successes at the Department of Justice (DOJ), DOJ remittances to the Department 
of Education have totaled $34 million (See Chart) during the same period of time. 

DCS also realizes significant collections from accounts that are managed by our regional 
offices. DCS’ regional office collections total a commanding $242 million (See 
Chart) since October 1, 1996. 

The Department of Education continues to be strongly interested in enabling defaulted 
borrowers to repay their loans, and offers a variety of different loan repayment options. 
Loan consolidation, loan rehabilitation, and income contingent repayment plans are all 
options that are available to defaulted student loan borrowers and are less punitive than 
traditional collection activities. DCS’ private collection agencies have also been 
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instrumental in assisting student loan borrowers to reschedule over one billion dollars in 
defaulted indebtedness over the past five fiscal years. 

Treasury Offset 

The Department began referring eligible debts, those we previously tried to collect using 
all other available tools, to the IRS in 1986. For Treasury’s 1999 offset year, the 
Department and Guaranty Agencies collectively referred over $16 billion in past-due 
student loan accounts and institutional receivables to Treasury for offset. For the first 
eight months of fiscal year 1999, the Department offsets are nearly $700 million . This 
represents the most successful year ever for the Department. Treasury Offsets have 
totaled $1.8 billion (See Chart) during a thirty-two month period. 

Administrative Waee Garnishment 

Wage garnishment has become an effective tool in improving our collections on student 
loans. We began using this HEA authority four years ago and there are about 100,000 
defaulted loans now in garnishment. In order to maximize the effectiveness of wage 
garnishment, we want to continue to work with the Congress to develop legislation, such 
as proposed in the President’s budget, that would provide access to other Federal 
databases for borrower employment information. The Department believes such access 
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will allow us to expand the use of this tool and ultimately generate significantly greater 
collections to the Government. 

Federal Salary Offset 

The Department was the first Executive Branch agency to work with IRS to match 
delinquent and defaulted student loan records with IRS addresses. The Department began 
these matching activities over 15 years ago. In addition, w'e match defaulted student loan 
records with Federal employment records to identify and collect from Federal employees 
who are in default on their loans. We have found these matching activities to be quite 
effective and have collected $20 million (See Chart) since fiscal year 1997 from 
Federal employees. 

Credit Bureau Keportim 

Another of our long standing measures is reporting delinquent student loans to credit 
bureaus. The Department began this activity 1 7 years ago. After all due process 
procedures have been observed, and a borrower has been given sixty days to respond to 
the notification of the intention of referral, DCS reports the debt to the appropriate credit 
repositories on a monthly basis. We believe credit reporting has been a contributing 
factor in both reducing the student loan default rate and increasing the amounts we have 
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collected on defaulted student loans in recent years. 

Taxpayer Identification Numbers 

The Department has also required all student loan borrowers to provide taxpayer 
identification numbers for more than 15 years. Without this safeguard, our success in 
collecting on delinquent and defaulted student loans would have been significantly 
hampered. 

Current initiatives 

During this past year, the Department let a' new advisory contract through GSA’s new 
financial asset services contract. The financial advisors spent several months evaluating 
DCS’ present collection strategies and has proposed several unique collection and 
disposition strategies. The most interesting proposal involves expanding student loan 
collection recoveries through specialized servicing arrangements. DCS is presently 
evaluating these proposals in collaboration with other offices within the Department. 

Our Summary 

I believe the steps we have taken in compliance with the DCIA have made a significant 
contribution to the recovery of defaulted student loans. We continually evaluate state-of- 
the-art collection techniques and alternative servicing arrangements to ensure we are 
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Mr. Horn. We now have the distinguished Chief Financial Offi- 
cer of the Department of Agriculture, Sally Thompson. 

Thank you for appearing again. 

Ms. Thompson. Mr. Chairman and members of the subcommit- 
tee, thank you very much for inviting me here to share with you 
some of the perspective and the progress that the Department of 
Agriculture have made in trying to implement the Debt Collection 
Act. 

Mr. Chairman, I would especially like to thank you for the atten- 
tion that you have focused on helping the Federal agencies to im- 
prove their debt collection. And I assure you that Under Secretary 
Dan Glickman's leadership we are making significant progress to 
improve our debt collection and trying to get a clean opinion on our 
financial statements. 

I would like to give you just a brief overview of our loan portfolio 
and then give you some perspective on the activities that we've had 
with the Treasury offset program with write-offs, with tools that 
we're using and end with some of the issues around cross-servicing. 

As you know, our mission is to serve the underserved in rural 
America through farm loans, through utility loans, through rural- 
trying to find affordable housing. Our three biggest loan portfolios 
are in rural housing, with about $30 billion; in rural utilities, with 
about $40 billion; and then our farm loans, not only in rural Amer- 
ica, but also with our farm credit— foreign credit to foreign coun- 
tries. 

In addition to that, we have about a $20 billion guaranteed loan 
portfolio as well. All of that adds together for about $100 billion in 
our total loan portfolio, or about 38 percent of all nontax debt for 
the Federal Government. 

So you can see it's imperative that we get our house in order so 
that not only that USDA gets a clean opinion, so that the Federal 
Government can also get a clean opinion. 

However, as I look at the Federal debt and the delinquency, the 
Federal Government has about a 22 percent delinquency rate, 
where the Department of Agriculture has about 6 percent. But that 
6 percent, as you mentioned in your opening comments, represents 
about $6 billion of delinquent debt. However, $4.4 billion of that is 
not eligible for either offset or for cross-servicing, because they're 
either foreign debt, in foreclosure, in bankruptcy, in litigation, or 
at Treasury. However, that does leave $1.6 billion in delinquent 
debt that is available for the offset program. 

Of that, I 'm pleased to be able to tell you that we have referred 
that offset program, $1.3 billion of it, but that does leave $300 mil- 
lion, and while on a $100 billion loan portfolio, that's a very small 
percentage, to the average taxpayer, that's a lot of money. And 
we're working very hard. We improved what we were turning over 
for offset in fiscal year 1998 by 65 percent, and then so far for fis- 
cal year 1999 we've improved that another 22 percent. So, as I 
said, the Secretary and certainly all of the people involved with the 
loan portfolios in the Department of Agriculture are working very 
hard; and we will continue to work hard for the rest of this fiscal 
year and for fiscal year 2000 to get to as close to 100 percent as 
we can. 
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I n addition to that, of course, we're using many of the tools that 
the Treasury mentioned in their testimony. We're at a 99 percent 
compliance with taxpayer identification numbers, which, when the 
loan is made, which means if it does go delinquent, it does become 
part of that 6 percent, it's much easier to track. 

We're also turning them all over, all of the debt, to the credit bu- 
reaus, so that also there's a record of those. We're using civil mone- 
tary penalties, and we are also using the private collection agencies 
now that some of the barriers, the legislative barriers, have been 
lifted for us. 

We are in the process of implementing in the next few months 
the salary offset and wage garnishments as well for tools. 

Another tool that we have used since 1996 is in reporting all 
write-offs to the IRS we have reported $2.5 billion; and what this 
does, as you know, is to create what's called a 1099(c), which is in 
effect income to the borrower for forgiven debt. This is very impor- 
tant because the borrower cannot get additional credit until this 
debt has been satisfied, and some of the effect that we have seen 
on that is that they are paying off some of the debts so they can 
get some of the new loans that have been available. 

And then, of course, we're also using the borrowing of— borrow- 
ing of delinquent debt, which means we will not give a loan to a 
debtor that has an outstanding delinquent debt unless it's in the 
case of food stamps or emergencies. 

I will close by just very quickly talking about the cross-servicing. 
We have $1.3 billion that was eligible for cross-servicing. However, 
over 50 percent of that represents food stamps, and the detail of 
that belongs at the State. 

However, the changes in the systems that Treasury has made 
just recently that they mentioned to you will allow the computers 
to talk to each other, which means we're hoping to be 80 percent 
compliant with cross-servicing in fiscal year 2000. 

Hopefully, we're through the year 2000 glitch, the Y2K, getting 
our computers up to date. Treasury's computers up to date. The 
States are working on that, and so we're looking forward to fiscal 
year 2000 when we can become at least 80 percent compliant with 
cross-servicing. 

So you can see we've been working very hard at this. We are 
making progress. There's still work to be done. But, again, I can 
assure you that USDA is providing a very high priority to this and 
that Secretary Glickman is behind this 100 percent. 

Thank you very much, Mr. Chairman. 

Mr. Horn. Give him my best. One of my favorite presiders over 
the House when he was here. 

[The prepared statement of Ms. Thompson follows:] 
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Mr. Chairman and Members of the Subcommittee, thank you for the opportunity to share with 
you the Department of Agriculture's (L'SDA) progress implementing the Debt Collection 
Improvement Act of 1996 (DCIA). 

I would like to thank you, Mr. Chairman, especially, for the attention you have focused on getting 
government agencies to improve their debt collections. ! assure you that, under Secretary Dan 
Glickman’s leadership, we are improving our success solving USDA’s credit-related challenges. 

First, I want to give the Subcommittee a brief profile of the components that make up our credit 
program. Then, I would like to focus on the actions we are taking to capitalize on current 
successes and the actions we are implementing to improve our performance where we face 
significant challenges. 
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USDA’s Credit Programs 

L'SDA helps farmers, ranchers, and rural communities using several programs many, of which 
include credit initiatives that finance: 

« water and waste systems. 

• decent, affordable housing, 

• electric and telephone utilities, 

• rural businesses, 

• farm ownership and operations, and 

• emergency disaster ussi.stance and relief. 

This extensive list of lending programs makes USDA the Federal government’s single biggest 
provider of Federal credit and federally backed credit. Our S 1 04 billion in receivables represents 
38 percent of the S273.5 billion in non-tax debt owed to the Federal government, USDA’s 
delinquency rate of approximate^' h percent is far below the overall Federal delinquency rate of 
22 percent. 


S4.4 billion of the S6 billion in delinquent debt owed USDA, almost 3/4, is either in foreign debt, 
in foreclosure, in litigation, in bankruptcy, or under statutoiy limitation that restrict actions we can 
take on these debts. The remaining S1.6 billion is eligible for the Department of Treasury’s 
administrative offset and cross-servicing program. 

While we have used several tools to increase the collection of delinquencies, we are continuing to 
work with the Office of Management and Budget (0MB) and the Federal Credit Policy W'orking 
Group, to make sure we arc fully exercising all of our debt-collection tools. 
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Treasury’s Administrative Offset Program 

Thus tar this fiscal > ear (FV). I SDA has referred 65 percent more debt for administrative offset 
than in FYQ8. going from S774 million in FY98 to $1,277 billion in FY99. We have also 
increased collections to S88.7 million tor the period Januaiy 1 to May 7, 22-percent more than the 
amount collected during the same period in 1998. 

Cross-servicing of Delinquent Debt 

We expect to become 80-perccnt compliant with DCIA’s cross-servicing requirements during 
FYOO. Currently. USDA has $1.3 billion eligible for cross-servicing, half of which is debt that 
state agencies administer, such as lood-slamp payments. L'SDA continues to work with Treasury 
to fnalize systems necessarv' to iransior electronically delinquent debt from USDA to Treasury 
for cross-servicing. 

This statement refects the improvements that USDA has made in collecting delinquencies. It also 
represents our pledge to you, .Mr. Clunmian. and the Committee that this issue commands the 
highest priority and attention at USD.A. 
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Mr. Horn. Mr. Ramirez, glad to have you here, Mr. Secretary. 

Mr. Ramirez. It's good to be here, sir. Thank you very much. 

Mr. Horn. Remember you're under oath when you say it's good 
to be here. 

Mr. Ramirez. Absolutely. 

Good morning, to you, sir, and Ranking Member Turner and the 
rest of the distinguished members of the subcommittee. 

On behalf of Secretary Cuomo and the Department, I appreciate 
the opportunity to come before you and report on H U D's implemen- 
tation of the Debt Collection I mprovement Act. 

I n order to give you a better perspective of the Department's debt 
collection initiatives and its implementation of the DCIA, I would 
like to first present a description of the Department's overall debt 
portfolio as of September 30, 1998. I'm proud to say that was the 
first year that we've got an unqualified opinion on our financial 
statements for the Department of Housing and Urban Develop- 
ment. 

Our total receivables due the Department as of September 30th, 
totaled $13.9 billion. The largest portion of total receivables related 
to old debts from our elderly and disabled section 202 direct loan 
program. However, it is primarily our FHA single family, multifam- 
ily and title I debt that comprises the bulk of our delinquent debt. 

I would like to draw your attention to exhibit A which has a cou- 
ple of charts, as the next few comments I make will be referring 
to said chart. In fact, it will show the total amount of debt which 
was eligible for referral to the Treasury for administrative offset 
and for cross-servicing. 

This exhibit shows a total debt eligible for referral to the Treas- 
ury for offset amounting to $300 million as of September 30, 1998, 
and that $240 million of this amount, or 80 percent of what was 
eligible, was actually referred. 

The $300 million reported as eligible for offset excludes $645 mil- 
lion, which represents accelerated FHA multifamily debt delin- 
quent over 180 days. This accelerated debt should not have been 
included in the information reported to Treasury as of September 
1998, as we erroneously reported the total unpaid balance instead 
of just the amount that was delinquent over 180 days. 

Second, we added another column to this chart, the intergovern- 
mental and nonprofit debt, to reflect debt that should be excluded 
from what was eligible for Treasury offset and cross-servicing. 
About $314 million or, 88 percent of the $358 million amount in 
this category, related to defaults in portfolios of issuers by Ginnie 
Mae and backed securities; and the entire defaulted portfolio, con- 
sisting of mortgages issued or guaranteed by FHA or VA, is collect- 
ible from these agencies and therefore not referred to Treasury for 
offset and cross-servicing. 

Regarding the FHA multifamily in foreclosure figure of $255 mil- 
lion, and this is the top chart on exhibit A, we refer to $123.5 mil- 
lion as actually in foreclosure, and the remaining $131 million will 
either go to foreclosure or will be sold. We excluded the latter $131 
million from referral eligibility because of the unique "non-re- 
course" feature of FHA's multifamily mortgage loans. The govern- 
ment may not go after personal assets of the borrowers for these 
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multifamily mortgage loans, and therefore it would be a zero sum 
gain to refer them to T reasury. 

Finally, exhibit A's bottom chart shows $123 million, or 45 per- 
cent, of the $274 million eligible was referred to Treasury for cross- 
servicing. I might add that of the $151 million not referred, $109 
was referred as of March 31st, thus bringing it up to 85 percent 
as a proportion of eligible debt that was referred to them. As a re- 
sult, as mentioned by our colleagues at Treasury, of the automated 
system enhancements that have allowed us now to communicate 
with each other more effectively, our cross-servicing referral back- 
log for title I notes have been cleared substantially. 

Now I would like to focus my comments on what we have done 
to substantially comply with the major provisions of the DCIA. 
FHA manages credit risk using a variety of means. One is to re- 
quire that all borrowers have acceptable credit history, sufficient 
assets to close the mortgage loan and sufficient income to repay the 
mortgage, all per traditional underwriting methods. In addition, 
FFIA has approved an automated underwriting system that now as- 
signs an approval rating based on the borrower's characteristics, 
such as credit score, debt-to-i ncome ratio, loan-to-value ratio; and, 
as a result, this method has been demonstrated to prove much 
more effective in controlling credit risk and enhancing traditional 
underwriting methods. 

FlUD has developed a new consumer protection measure to re- 
duce the number of families who default on FFIA-insured mort- 
gages and to remove poorly performing lenders from the FFIA pro- 
gram. Under this initiative, which we call our Credit Watch, we 
identify lenders with an above-average number of defaults and 
foreclosures involving FFIA-insured mortgages. 

We've also addressed the administrative offset and cross-servic- 
ing provisions of the act by referring debt to T reasury for offset and 
cross-servicing when appropriate. We refer all new cases that meet 
this criteria by having a constant dialog with Treasury to refer said 
eligible delinquent debts. 

In the past, we have successfully used the asset sales program 
that has made us the leader in the Federal Government in this 
area. And we're in the process of designing and implementing and 
enhancing a new asset disposition program to comply with the new 
statutory requirements. 

We've also pioneered the use of the Credit Alert I nteractive Voice 
Response System, a prescreening tool to bar individuals who owe 
the government money from obtaining new government loans or 
guarantees. 

The Taxpayer Identification Number Implementation Report and 
Certification for fiscal year 1998 shows that FlUD has included the 
taxpayer ID numbers on certified payment vouchers for 99.8 per- 
cent of all payees. We expect 100 percent compliance by the end of 
December 1999. 

I am pleased to close my report to the subcommittee by saying 
that the work that we've done, in conjunction with Treasury, has 
truly met the spirit and the intent of the Debt Collection Improve- 
ment Act. 

FlUD considers this efficient management of debt collection and 
its process an important part of executing our public trust function. 
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We l<x)k forward to enhancing that function with Treasury and 
with the guidance of this subcommittee and continuing to work in 
these efforts. 

i wouid be giad to answer any questions that you may have or 
other committee members may have. Thank you very much. 

Mr. Horn. Thank you, Mr. Secretary. 

[The prepared statement of Mr. Ramirez foiiows:] 
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Good Morning, Mr. Chairman and Members of the Subcommittee 
on Government Management, Information and Technology. I am 
Saul Ramirez, Deputy Secretary of the Department of Housing 
and Urban Development. On behalf of Secretary Cuomo and the 
Department, I appreciate this opportunity to come before you 
and the Subcommittee to report on HUD ' s implementation of 
the Debt Collection Improvement Act (DCIA) . 

In order to give you a better perspective of the 
Department's debt collection initiatives and its 
implementation of the DCIA, I would like to first present a 
description of the Department's debt portfolio as of 
September 30, 1998. 

Summary of Debt Portfolio 

Total receivables due the Department as of September 30, 

1998 totaled $13.9 billion. The largest portion of total 
receivables relates to old debt from our Elderly and 
Disabled Section 202 direct loan program. However, it is 
primarily our FHA Single Family, Multifamily and Title I 
debt that comprises the bulk of our delinquent debt. 


1 
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Debt Referred To Treasury 

I would like to draw your attention to Exhibit A which shows 
the total amount of debt which was eligible for referral to 
Treasury for administrative offset, and for cross-servicing. 
This exhibit shows that total debt eligible for referral to 
Treasury for offset totaled $300 million as of September 30, 
1998, and that $240 million of this amount - 80% of what was 
eligible -- was actually referred. 

The $300 million reported as eligible for offset excludes 
$645 million which represents accelerated FHA multifamily 
debt delinquent over 180 days. This accelerated debt should 
not have been included in the information reported to 
Treasury as of September 1998 as we erroneously reported the 
total unpaid principal balance instead of just the amount of 
delinquent debt due and payable at that time. 

Second, we added another column to this chart, "Intra- 
governmental and Non-Profit Debt," to reflect debt that 
should be excluded from what was eligible for Treasury 
offset and cross-servicing. About $314 million, or 88% of 
the $358 million in this category, relates to the defaulted 
portfolios of issuers of Ginnie Mae Mortgage Backed 
Securities. The entire defaulted portfolio, consisting of 
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mortgages insured or guaranteed by FHA or VA, is collectible 
from these agencies and is therefore not referred to 
Treasury for offset and cross-servicing. 

Regarding the FHA Multifamily "In Foreclosure" figure of 
$255 million (top chart of Exhibit A), $123.5 million is 
actually in foreclosure, and the remaining $131 million will 
either go to foreclosure or be sold. We excluded the latter 
$131 million from referral eligibility because of the unique 
"non- recourse" feature of FHA's Multifamily mortgage loans. 

The Government may not go after the personal assets of the 
borrowers for these Multifamily mortgage loans, and 
therefore nothing can be gained by referring them to 
Treasury. 

Finally, Exhibit A's bottom chart shows that $123 million 
(45%) of $274 million eligible was referred to Treasury for 
cross-servicing. Of the $151 million not referred, $109 
million was referred by March 31, 1999, bringing to 85% the 
proportion of eligible that has been referred. New 
programming of an automated system allowed a cross -servicing 
referral backlog of FHA Title I notes to be cleared. 
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Let me say that HUD is in substantial compliance with the 
major provisions of DCIA. 

• FHA manages credit risk using a variety of means. 

One is to require that all borrowers have an 
acceptable credit history, sufficient assets to 
close the mortgage loan, and sufficient income to 
repay the mortgage — all per traditional underwriting 
methods. In addition, FHA has approved an automated 
underwriting system that assigns an approval rating 
based on borrower characteristics, such as credit 
score, debt -to- income ratio, and loan-to-value 
ratio. This method has been demonstrated to be much 
more effective in controlling credit risk than 
traditional underwriting methods. 

• HUD has developed a new consumer protection measure 
to reduce the number of families who default on FHA- 
insured mortgages and to remove poorly performing 
lenders from the FHA program. Under the initiative, 
HUD will use a new computerized system called Credit 
Watch to identify lenders with an above-average 
number of defaults and foreclosures involving FHA- 
insured mortgages . 
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• We have addressed the administrative offset and 
cross -servicing provisions of the Act by referring 
debt to Treasury for offset and cross -servicing when 
appropriate. We refer all new cases that meet the 
criteria, and we will discuss with Treasury how to 
refer remaining eligible delinquent debt . 

• In the past, we have successfully used an asset 
sales program that has made us the leader in the 
Federal Government in this area, and we are in the 
process of designing and implementing a new asset 
disposition program to comply with new statutory 
requirements . 

• We pioneered the use of the Credit Alert Interactive 
Voice Response System (CAIVRS) as a pre-screening 
tool to bar individuals who owe the government money 
from obtaining new government loans or loan 
guarantees . 

• The Taxpayer Identification Number Implementation 
Report and Certification for FY 1998 shows that HUD 
had included the Taxpayer ID numbers on certified 
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payment vouchers for 99.8% of all payees. 100% 
compliance is expected by December, 1999. 


HUD has been pleased to work closely with the Department of 
Treasury to implement the Debt Collection Improvement Act. 
HUD considers the efficient management of the debt 
collection process as an important public trust function, 
and I want to thank you for the opportunity to discuss our 
efforts . 

I would welcome any questions at this time. 
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Mr. Horn. We will begin with Mrs. Biggert. I yield 10 minutes 
to the gentlewoman from I llinois. 

Mrs. Biggert. Thank you, Mr. Chairman. 

Most of my questions probably go to Mr. Pestka. One of my in- 
volvements during this Congress is in the Bipartisan Results Cau- 
cus, and the Results Caucus is dedicated to improving government 
by working with the Federal departments and agencies to elimi- 
nate waste, fraud, and mismanagement. The caucus works with 
agencies and departments that have been deemed at high risk by 
the General Accounting Office. 

One of the programs that has been listed is the Student Finan- 
cial Aid Program. So as part of my work with this caucus, I will 
be focusing on this Department, and I look forward to working with 
you and your staff to remove this program from the high-risk list. 
So I do have a few questions to ask. 

And, again, in my role in the Illinois General Assembly, I did 
deal with the Student Assistance Commission, and I can remember 
when there was a changeover from the banks actually doing the 
loan program to the Federal Government. As I recall, it must have 
been, what, 199 

Mr. Pestka. 1995. 

Mrs. Biggert. 1995. And there was some consternation there 
that the government was taking over something that the banks 
had been quite successful doing. I don't know— I assume that you 
were here then. 

Mr. Pestka. I was here then. I've been here for a while. 

Mr. Horn. Sitting there before this committee. 

Mrs. Biggert. Yes. Since I wasn't here, I don't know the back- 
ground of that. But have you found that to be effective? 

Mr. Pestka. The new program has actually made the bank pro- 
gram more efficient, I think. What we see now is a great deal of 
competition in the form of good customer service to the students by 
the banks and by the Department. So I think it has worked out in 
favor of the students. 

Mrs. Biggert. Has there been less default on the loans? 

Mr. Pestka. I don't think so. We projected that the direct loan 
program would be— since the terms and conditions to the student 
are the same as in the guaranteed program, we projected that de- 
faults would be about the same, and our projections have turned 
out to be true. 

Mrs. Biggert. Has there been an increase in the number of 
loans? 

Mr. Pestka. Loan volume has increased dramatically in the 
1990's. We're lending in the neighborhood in both programs com- 
bined in excess of $40 billion per year. 

Mrs. Biggert. Are there— how many students are turned down 
for a loan program? 

Mr. Pestka. Turned down? None. Students aren't turned down. 
Student loans are virtually an entitlement. As long as you're at- 
tending an eligible institution and go through the process, you re- 
ceive your loans. 

Mrs. Biggert. That hasn't changed? 

Mr. Pestka. No. 
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Mrs. Biggert. OK. But you are using the private collection agen- 
cies then to be an effective debt tool, a collection tool? 

Mr. Pestka. Yes. We do at the Department, and you will find 
that the guarantee agencies in the Federal Family Education Loan 
Program also use private collection agencies. 

Mrs. Biggert. So you have— what— 18 private collection agencies 
right now? 

Mr. Pestka. Right now, we have 17 under contract. 

Mrs. Biggert. And what performance measures does the Depart- 
ment use to evaluate the effectiveness of these contractors? 

Mr. Pestka. We look at dollars collected. No. 1. We give 50 per- 
cent weight to dollars collected that could be— for the most part 
voluntary payments. Then we look at litigation, we look at wage 
garnishment, and we also look at administrative resolutions, since 
some of these debts should be forgiven and not collected. There are 
provisions in the Fligher Education Act for loan forgiveness, and we 
pay the contractors to administer the closeout of those loans. So we 
strike a balance. 

We also look at customer service, and we close accounts based on 
all of these measures. We do a triennial placement to collection 
agencies. And the best way to describe our program is, we run a 
horse race between the collection agencies, and a new race starts 
every 4 months, so the collection agency on the bottom can bring 
themselves up and get up on top if they work hard enough. 

Mrs. Biggert. Within the contract, is a fee set that might differ 
from contractor to contractor? 

Mr. Pestka. They bid their fees, and they are slightly different, 
but roughly they average about 23 percent. 

Mrs. Biggert. Do you have any evaluation from the student who 
might have been contacted by the collection agency? Is there a fol- 
lowup in how they were approached to collect the debt? 

Mr. Pestka. We collect complaints, and we're one of the rating 
factors, and we do take accounts away from collection agencies if 
there are complaints, and that weighting factor is in their evalua- 
tion process. So we do look at customer complaints very carefully. 

Mrs. Biggert. Would there be any suggestions that you would 
have for changing the way that this is done? 

Mr. Pestka. The overall approach to collections or the use of pri- 
vate collection agencies? 

Mrs. Biggert. Well, first of all, overall use and then by the pri- 
vate collection agencies. 

Mr. Pestka. Yeah— the overall approach to collections— we're 
trying to collect the most dollars at the lowest costs. So we're al- 
ways looking for new ways to do the work. Some of the collection 
agencies in this room might— representatives in this room might 
understand that we're always try to drive those collection agency 
commissions down. 

And student lending, the students are responsible for paying the 
collection agency's fee, so the benefit is to the student borrower. 

But, overall, we're looking for an approach where we could com- 
bine a lot of our efforts and achieve the same revenue stream or 
achieve a greater revenue stream at lower costs. And that's one of 
the things that the GSA contractor that I spoke of that was looking 
at for us on our behalf and will be exploring new and different 
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ways to do collections. We might try a pilot program in the future 
to explore some of these alternatives. 

Mrs. Biggert. About how long does it take a student to pay off 
a loan— 10 years, 15 years? 

Mr. Pestka. The standard repayment term is 10 years, but we 
have— with greater student debt now, we have extended repayment 
plans that could go as long as 30 years. 

Mrs. Biggert. Thank you. 

Then for Mr. Ramirez, if I might. 

Mr. Ramirez. Yes, ma'am. 

Mrs. Biggert. In 1994 through September 1997, the Department 
had sales of multifamily loans and sales of single family loans, and 
I guess it amounted to 13 sales and you sold 1,093 multifamily and 
98,640 single family loans, which resulted in quite a good saving 
of $2.2 billion budget. Why did you choose to discontinue these 
sales? 

Mr. Ramirez. There was a period in which we evaluated the en- 
tire portfolio of our multifamily operation. In fact, we're in the 
process of, for the first time in the history of the Department and 
as a result of our 1996 HUD 2020 reform effort brought to bear by 
Secretary Cuomo, going out and inspecting the physical condition 
all of these properties, as well as for financial soundness to get a 
better handle on our investments and/or subsidies in these prop- 
erties. 

There was a period in which they were discontinued. We are 
working to reinstate the loan sale program for our multifamily 
mortgage loan operation, now that we've got— and already referring 
to our Enforcement Center— those projects that are deficient. And, 
they work either to reinstate them, because many times these 
loans are better to be reinstated and less costly to us then going 
through the whole foreclosure process and sale— but in instances 
where the property is in poor condition or it has been abandoned 
or is in accderated delinquency, we do institute foreclosure process. 
We have a couple of hundred already that are being worked on 
around the country by our Enforcement Center. We see that grow- 
ing as we continue through our reform and actual execution of our 
efforts. 

Mrs. Biggert. Would that be true of the single family loans? 

Mr. Ramirez. The single family loans, what we have done there 
is, we have now gone to a single contractor form of disposition in 
our sales. We just put our contracts into effect around the country; 
and, as a result, we anticipate creating greater efficiencies in that 
regard and creating a higher return when we do have to go to fore- 
closure, recognizing that we are helping some of the most low and 
moderate income families that have moved into homeownership. 
So, we make every effort first to try to remedy their delinquency, 
but if that does not work, we do move into foreclosure. 

Mrs. Biggert. Thank you. 

Thank you, Mr. Chairman. 

Mr. Horn. Thank you. And I now yield 10 minutes to the gen- 
tleman from New York, Mr. Owens. 

Mr. Owens. Thank you, Mr. Chairman. 

I do recall a hearing we had a few years ago that certainly 
aroused my interests in the whole debt collection process. I was 
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particularly concerned at that time about the Farmers Home Loan 
M ortgages. 

I understand that the name of that has been changed. Is that 
still under— is it included in your figures here? 

Ms. Thompson. Yes, it is, sir. 

Mr. Owens. What is it called now? 

Ms. Thompson. FSA, Farmers Service Agency. And it's about $7 
billion of farm loans, and that includes also some foreign debt as 
well. 

Mr. Owens. At this point it's $7 billion, the total outstanding 
loans for that thing? 

Ms. Thompson. Yes. 

Mr. Owens. I recall the figure $14 billion in delinquencies at the 
hearing previously. Were the figures wrong at that time or has 
there been a drastic change in the new methods of collection? 

Ms. Thompson. We did write off, you know, everything that was 
over the 18—2 years. 

Mr. Owens. Can you explain the term write-off? What is a write- 
off? 

Ms. Thompson. OK. A write-off means that— while we're still 
carrying it on the books, it's no longer collectable. We then have 
turned it over to the IRS who has create what had they call a 
1099(c), which means that it's income to the borrower which must 
be paid back before they can get an additional loan with the Fed- 
eral Government. 

Mr. Owens. Can you give me the amount of the write-offs in the 
last few years? 

Ms. Thompson. Since 1996, about $2.5 billion. 

Mr. Owens. $2.5 billion was written off? 

Ms. Thompson. Yes. 

Mr. Owens. How about in the last 5 years? 

Ms. Thompson. I don't have the number. I can give it to you. 

Mr. Owens. The figure $14 was very— really, it's not something 
that sticks out in my mind. 

Ms. Thompson. I don't know where the number $14 billion has 
come from. I don't know what year you are talking about. I can get 
that you. 

Mr. Owens. Do you have any idea how much has been outstand- 
ing in Farmers Home Loan Mortgages at given moment in the last 
20 years? 

Ms. Thompson. In the last 20 years? No, but I would be glad to 
get you a complete reconciliation and go back as far as you would 
like. 

Mr. Horn. Without objection. It would be put in the record at 
this point. 

Ms. Thompson. In how much? Are you just interested in the 
farm loans? I can get you the whole portfolio. 

Mr. Owens. At that time we had a big chart, much more detailed 
information than we have here. I suppose in my files it is some- 
where, but it just struck me that there was a tremendous amount 
of outstanding loans and delinquent loans in the Farmer Home 
Loan Mortgages, and overall the amount of outstanding delin- 
quencies for the Department of Agriculture was much higher than 
it is here. 
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So what else— you had write-offs in other areas in addition to the 
Farmers Home Loan Mortgages? These other categories have write- 
offs, too, in addition to Farmer Home Loan Mortgages? These other 
categories have write-offs, too? 

Ms. Thompson. No. I think what probably is also in that $14 bil- 
lion number, but I will certainly reconcile it, was what is now in 
the rural housing area. We split that out. And in the rural housing, 
we have about a $30 billion loan portfolio. Now, when you take 

Mr. Owens. How much of that has been written off recently? 

Ms. Thompson. That $2.5 billion is a total since 1996 for all of 
our loans in all of our portfolios. 

Now, I can get you the breakdown of that in a schedule to rec- 
oncile that. And I will go back before the Department was reorga- 
nized to reconcile that $14 billion number to show you how it got 
split between housing and farm loans. 

Right now, if you look at the net, that's a gross number, but 
when you put the interest rate and the subsidy rate in that in 
terms of the housing, it's about $20 billion. You know, in other 
words, it goes from 30 to 20, when you look at the net. If I look 
at what we have loaned since 1991 when the Debt Collection Act 
came in, in housing it's been about $7.4 billion. 

So I would have to go back, as I said, to pull out those numbers 
and reconcile it before the reorganization. I would be more than 
happy to do that. 

Mr. Horn. And that would be by Department internal unit, 
right? 

Ms. Thompson. Yes. 

Mr. Horn. OK. So the rural utility service would be one of those 
units? 

Ms. Thompson. Yes, they would be. 

Mr. Horn. OK. 

Ms. Thompson. And they're together. If you take the water and 
the waste and telephone, electric, all combined together, it is about 
a $30 billion portfolio. 

Mr. Owens. In this $40 billion portfolio, are there limits in what 
an individual entity can borrow? Are there large entities there? 
You say rural housing, you think of families. Are we talking about 
corporations and large industries who borrow large amounts of 
money? 

Ms. Thompson. No, most of that is in individual families. We do 
have some multifamily in there. 

But, oh, yes, as I started out by conversation, we serve the un- 
derserved; and we're only there where the private sector isn't. And 
most of our borrowers, in fact, all of them, are low to moderate in- 
come. The interest rate on them is determined by their actual tax 
returns that they have filed with us, and they file those every year 
with us as well as the I RS. 

Mr. Owens. Hasn't your outstanding loan portfolio increased a 
great deal in the last 5 years? 

Ms. Thompson. In some of the emergency loan area, yes, where 
we've had floods. 

Mr. Owens. Not the rural housing though? 

Ms. Thompson. Not in the rural housing. Some of the guarantee 
has increased in the rural housing, and that's probably 
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Mr. Owens. Guaranteed? 

Ms. Thompson. Guaranteed loans, which says we aren't making 
the direct loan. The lender makes the direct loan like the bank. 
But, like FH A, we guarantee a portion of it. 

Mr. Owens. How many delinquencies and what percentage of de- 
linquencies would you have with the guaranteed program? 

Ms. Thompson. Well, since in that guaranteed loan portfolio 
we've only made $3 billion since 1991, our delinquency is less than 
6 percent. 

Mr. Owens. Now, at the hearing previously, there was a descrip- 
tion of the process by which loans are handled, and there were 
credit committees consisting of nonstaff people in various parts of 
the country. A credit committee had to pass on a loan. Is that still 
the process where you have these credit committees consisting of 
lay people, locally appointed people who do that? 

Ms. Thompson. In some types of loans, yes. 

Mr. Owens. Do those creoit committees determine when a loan 
is delinquent? Can you— when is a loan delinquent? What is delin- 
quency? 

Ms. Thompson. Delinquency is when you miss 30 days and 
you 

Mr. Owens. Only 30 days. 

Ms. Thompson [continuing]. And miss a payment. Now, in some 
of the farm loans— yes, sir, on the housing loans that is the case. 
Some of the way the loan documents are written, like on the farm 
loans, payments are only due once a year. 

Mr. Owens. They're not delinquent unless you miss— your yearly 
payment comes due and you miss it, that's a whole year? 

Ms. Thompson. If you think about a farm loan where the income 
comes in when you sell your crop 

Mr. Owens. Sure. 

Ms. Thompson [continuing]. So the loans are set up that that's 
when the payment is due. 

Mr. Owens. Who passes on information that a loan is delin- 
quent? Are there lay committees followed in that, too? Does a com- 
mittee determine when somebody is delinquent or is that strictly 
a staff automatic process? 

Ms. Thompson. Actually, we have a very sophisticated computer 
center out in St. Louis and all of that information is in that com- 
puter system. And we have a large loan servicing staff out there, 
and every payment is entered into the system, and we have a 
history 

Mr. Owens. Local lay committees cannot intervene in the system 
and hold back 

Ms. Thompson. No, they cannot. 

Mr. Owens [continuing]. And hold back the level of delinquency 
on any loan? 

Ms. Thompson. No, I won't say that doesn't ever happen, but 
that isn't the process in place. There's always a case that some- 
times that may happen, but the loan payments go into a central 
place now. 

Mr. Owens. One of the revelations that I'm remembering is that 
there are a number of millionaires, people who had considerable 
amounts of money who were delinquent and large amounts of 



81 


money, and they also sat on committees that made decisions. And 
some of those people who were delinquent was getting additional 
loans. What is the practice now? If you're declared delinquent or 
if you're written off, is there any way you can continue to get any 
kind of loan from the Department of Agriculture? 

Ms. Thompson. No, sir. The only time that you would be eligible 
for a loan once your loan is either written off or it's been turned 
over to Treasury, which means that it's 180 days delinquent, would 
be in an emergency situation. With that emergency package that 
was just passed in the last session of Congress where we had some 
floods and some national disasters and some of the freezing weath- 
ers in the Dakotas and then, of course, some of the farm prices, we 
have waived some— because the legislation put it that way, we 
have waived some of those stands where we said we would not give 
a delinquent borrower additional funds. 

We also waived that in the case of food stamps. A large part of 
our portfolio also includes food stamps. 

Mr. Owens. So the credit loan committees, are they changed 
with every political administration? Are they appointed by a proc- 
ess that sheers them from politics? 

Ms. Thompson. The whole process obviously has been changed, 
both with the Debt Collection Act— that puts some things pretty 
black and white out there. Also, under Secretary Glickman's lead- 
ership, we have certainly tightened up the loopholes. We've— and 
certainly improved our computer systems. We have a ways to go. 

I would certainly tell you that. 

Mr. Owens. Are the committees appointed by county. State or 
what jurisdiction? 

Ms. Thompson. Well, again, it depends upon the type of the loan 
that you're talking about. Farm loans are with the county. If you 
remember, we have a large group that are not Federal employees, 
but they're actually county employees in the county offices that are 
taking the loan applications and processing them. 

Mr. Owens, j ust one last question. I just wanted to make certain 
that these committees have minimum influence now 

Ms. Thompson. Yes. 

Mr. Owens [continuing]. On the debt collection process and the 
delinquency process and that is 

Ms. Thompson. That's right. 

Mr. Owens. That's what I was trying to establish. 

Ms. Thompson. The bank collection process is severely limited. 

Mr. FIorn. Thank you. Those are good questions, and we look for- 
ward to your entry into this point. And, without objection, it's in. 

Ms. Thompson. Thank you, Mr. Chairman. 

Mr. FIorn. The gentleman from California, Mr. Ose, 10 minutes. 

Mr. Ose. Thank you, Mr. Chairman. 

I think my questions are primarily related to exhibit A on Mr. 
Ramirez's documentation. 

Mr. Ramirez. Yes, sir. 

Mr. Ose. If I understand the testimony correctly, we have loans 
outstanding that are directly made in some cases? We have loans 
outstanding where we provide the insurance? 

Mr. Ramirez. Guarantees. 
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Mr. OsE. Guarantees. We have nonrecourse loans. We have re- 
course loans. We do have recourse loans. 

Mr. Ramirez. Yes, yes, we do, yes, sir. 

Mr. OsE. OK. And the single family— I always like to go where 
the big numbers are 

Mr. Ramirez. Sure. 

Mr. OsE [continuing]. Where they just have a big impact, where 
there's a big number. And the four that come to mind under this 
exhibit are the single family, multifamily, title I and the Ginnie 
Mae mortgage-backed securities, if I understand your acronym cor- 
rectly. 

Mr. Ramirez. That is correct, sir. 

Mr. Ose. The multifamily loans— having been in the real estate 
business, those are typically made to partnerships and the like 
where you're dealing with a general partner who has for a 15-year 
term, for instance, consented to provide market rate or below hous- 
ing for a certain percentage of the units in the project. 

I've got to tell you, $1 billion worth of delinquent debt in that 
category, with a quarter billion in foreclosure, I mean, that's going 
to get my attention. And I 'm trying to figure out, again having been 
in the business of real estate and understanding how you structure 
partnerships and the debt that you use to create your projects, how 
IS it that we accelerate or reduce the duration of the delinquency 
and get to the foreclosure so that we can recover the money that 
we've got outstanding and use in the second or third or fourth 
project somewhere else? 

Mr. Ramirez. First, let me refer back to— I'm sorry. 

Mr. Ose. I'm looking for a legislative remedy. Is there some tool 
that we can give you that accelerates that, having the borrower 
going in default and then having to mess around with it? 

Mr. Ramirez. I would ask our FHA Commissioner to make a 
more specific recommendation to you as to the type of legislative 
relief that we could seek in that regard. 

I did want to clarify the billion dollars number of over 180 days, 
that's $645— almost $646 million of that is total loan value. That 
was shown as accelerated 

Mr. Ose. Correct. 

Mr. Ramirez [continuing]. And not the debt itself. Recognizing 
that, that all of these units are providing housing to some of the 
most low and moderate income families out in our country, we 
make every effort to try and reinstate by working with the property 
owners. 

As I mentioned in my earlier comments, some of the things that 
we've done— borrowing led to legislative relief— is tighten up our 
inspection process by inspecting our entire portfolio both for phys- 
ical and financial condition, and then finding where properties 
have been abandoned. If there is an accelerated deterioration of the 
property or an acceleration of the delinquency, they're now sent to 
an enforcement center that can accelerate that foreclosure process 
under our guidelines or work toward remedying the situation and 
bringing it current, bringing in a new general partner, a voluntary 
relinquishing of assets and such. In the past, that didn't happen. 

Mr. Ose. That is where I wanted to get to. From my experience 
dealing with low and very low income housing, typically those 
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loans are made at a severely discounted rate from the market. And 
I must admit, I find it interesting, at the least, when the borrower 
comes back and then testifies or writes that at the discounted rate 
they cannot make the mortgage payment and, as a consequence, 
they have to have a renegotiation, blah, blah, blah. 

What I would argue for is, as the lender, having made that loan 
for the specific purpose of encouraging someone to enter into a con- 
tract to provide low or very low income housing, that we get a little 
more ruthless relative to those borrowers and say, no, we're going 
to go ahead and move with foreclosure, because what we're con- 
cerned about is you deferring maintenance to preserve your returns 
on capital and the like or entering into some side agreements 
where tenants have to pay you cash for an extra bonus to stay in 
the place. 

If the purpose of the housing in the program is to— excuse me, 
if the purpose of the program is to create the housing and the bor- 
rowers comes back and says after the fact that the deal is unsatis- 
factory, that's not my problem. And I've got to tell— that's just not 
my problem. 

And what I'm trying to get to is a clear understanding that in 
instances where it is pure business, I mean, this is a business 
proposition 

Mr. Ramirez. Sure, absolutely. 

Mr. OsE [continuing]. From the other side, from the borrower's 
standpoint, why are we granting any forbearance or relief or exten- 
sions whatsoever when, in fact, we have the ability to take those 
properties and run them for the purpose that we've funded them? 

Mr. Ramirez. You're right. You're absolutely correct and on the 
mark with recognizing that, on the borrower's side, it is a business 
transaction. 

There is another factor that comes into play, and that is the resi- 
dence and making sure that that particular complex or project is 
not lost and, as a result, reduce the availability of where there is 
already a scare market for low and moderate income families. 

To give you an example of what we've done over the last several 
years, we actually were up to about 2,300 properties in the multi- 
family category that were Secretary— held mortgages, in essence. 
We've reduced that to a little over 1,100 and, as a result, have re- 
duced unpaid balances and kept units out in the market by a total 
of $5 billion as a result of us being more aggressive on the business 
side. 

What slows that down at times is making sure that on the 
ground we're not creating a situation that will result in putting 
families out of housing as a result of our aggressive tactic in trying 
to deal with bad borrowers. 

So I would just conclude by saying that I will be glad to refer 
your initial to the FHA Commissioner question as to whether there 
is any additional legislative relief that could be provided to us to 
help deal more expeditiously with the unscrupulous borrowers and 
property owners that are out there and property owners more expe- 
ditiously to the Commissioner and I will be glad to send you a re- 
sponse, sir. 
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Mr. OsE. I'm not suggesting they're unscrupulous. I'm saying 
they made a deal, and they can't live with it, and it's not my prob- 
lem. 

Mr. Ramirez. Somewhere, I will tell you, as a result of us coming 
out and inspecting these properties, we have found the exception, 
a small percentage, but some that are in there examining the oper- 
ation. 

Mr. OsE. Mr. Chairman, if I could, I will submit that in writing 
to the committee. 

Mr. Ramirez. I will be glad to get that to you, sir. 

Mr. Horn. Since everybody has had 10 minutes except me, I will 
only ask two questions of this panel, and all the rest of them will 
be sent to them. 

Mr. OsE. Mine's still green. 

Mr. Horn. Go ahead. We're having a lunch with the Secretary 
of the T reasury, too. So we ought to go. 

Mr. OsE. Mr. Chairman, I will yield the balance of my time to 
you. 

Mr. Horn. We have a vote coming up. So go ahead if you would. 

Mr. OsE. My second question has to do with the single family 
thing, the HUD single family, either guarantees or direct loans. 

I have purchased property that HUD owned by virtue of fore- 
closure or transfer from a borrower. I 've paid— I mean, I 've availed 
myself of the 2 percent discount for cash and all of that sort of 
stuff. The problem that I found on each of those structures is that 
when I went in to actually take possession of the property— the 
structures, by and large, were unoccupied for 9 to 12 months. The 
heating and air conditioning had been turned off. Some of the walls 
had warped. The doors had warped. The floors had warped. We had 
rodent infestations. And I've got to tell you, I mean I guarantee 
you, I flat guarantee you that the second time I bought a HUD 
property, I discounted what I was willing to offer it to reflect those 
flaws in the acquisition process. 

And it gets me back to my point about the multifamily. Is there 
some way, legislatively, we can give you the remedy to shorten the 
duration between possession by virtue of transfer from a lender 
under the insurance— under an insurance claim or outright default 
and foreclosure? Is there some way to shorten that duration legisla- 
tively so that we get these properties back on the market? 

Mr. Ramirez. Well, again, on the legislative piece itself, I will be 
referring to the Commissioner, and then I will be responding in 
writing to the committee. 

One thing that we have done administratively to help accelerate 
the disposition of these properties that we do take over is that 
we've now contracted the disposition or the management and mar- 
keting of these properties. One of the problems that we had was 
when we took over that the properties sat in disrepair for several 
months, longer than the industry standard to turn around a sale. 
And so we've incentivized it with a management and marketing 
contract with several contractors around the country to handle 
that. 

We're into, I guess, the third month of that contract that was fi- 
nally executed. We're starting to see results. We anticipate a 
quicker disposition of the property, a higher rate of return as a re- 
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suit of not creating an opportunity for additional discounting on 
those properties and preserve more of our investment in those 
properties as a result of the foreclosure, Congressman. 

Mr. OsE. I thank the chairman. 

Mr. Horn. I thank you for that helpful line of questioning. That 
gets down to a lot of substance. 

Let me just raise a few questions here, and then all the rest are 
going downtown. And from both the Democratic and Republican 
sides— and I have about 20 more I could ask. So you're all under 
oath in answering those questions, and thank you for your helpful- 
ness if you will do that. 

But, Ms. Thompson, I do want to ask you this. I n your testimony 
you stated that only $1.6 billion of agriculture's $6 billion of delin- 
quent debt is eligible to be referred to the Treasury for collection. 

I guess I'm asking how much of this difference is attributable to 
loans made or guaranteed under programs administered by the 
rural utility service. 

Ms. Thompson. Well, that's a good question. I remember last 
year in my testimony when I was here we were talking about 15 
properties that were of particular interest to you in the rural elec- 
tric ones, and so I got you a very specific update on those. And 
most of those were under 

Mr. Horn. You might get that microphone a little closer. 

Ms. Thompson. Most of those were under a lot of the nuclear 
power plants, cooperative; and I'm pleased to tell you that, without 
any restructuring, we have 11 of the 15 that are improving in their 
payment. They aren't quite current yet, but they are catching up. 
Two of them we did restructure but without any write-off to them. 
One is— we have two that we merged so that they could afford to 
make payments, and then we have one in bankruptcy. 

But of the 15 that you're particularly concerned about— so those 
dollars that were related to those 15 are in that 4.4. I will get you 
the specific dollar amount on those. 

Mr. Horn. OK. Have discussions been held within the Depart- 
ment on an exemption for the rural utility service from the Debt 
Collection Improvement Act? Any discussions been held like that? 

Ms. Thompson. There are some, yes, and we have a proposal at 
Treasury right now. We've got the three entities that are involved 
with these, J ustice Department, the Treasury and the Department 
of Agriculture, and they're all sitting down, and there's a proposal 
on the table to exempt some of those. And they're going to work 
that out together, and then they will sign a letter, all three of 
them, to you. 

Mr. Horn. I guess I would ask, what's the basis and status for 
the exemption? Is Rural Utility Service covering up something? 

Ms. Thompson. No, sir, it's not. And we talked about some com- 
plications, Treasury did. Whether you're talking about DOT or 
child support, well, in these rural utilities and electrics out there 
in rural America, there's some real complicated issues. A lot of 
them are particularly— this will be increased as the competition in- 
creases for rural— you know, you open up for utility companies, but 
nobody wants to go to my little town in Colby, KS, you know, to 
provide electricity. It's just not profitable. So you've got some of 
those. 
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Mr. Horn. I'm all for Colby, KS, just as I am for San Juan 
Bautista, CA, where I grew up on a farm. 

Ms. Thompson. Right. 

Mr. Horn. But I guess I would ask, what was the predecessor 
name of the rural utility service? 

Ms. Thompson. You know. I've been there a year 

Mr. Horn. Was it Rural Electrification? 

Ms. Thompson. Rural Electric, yes, yes. 

Mr. Horn. I assume Rural Utilities took over what Rural Elec- 
trification was. It was a very needed program when I grew up in 
the 1930's in the Depression. 

But, what got me into this whole debt collection thing was my 
outrage when they had given a loan to a person I believe in 
Sonoma, CA, several million dollars, he defaulted on the loan. He 
moved to Santa Barbara, CA, one of my favorite cities. We would 
all like to live there if we could afford it. He then goes back, they 
give him another loan, I think it was a 7-story office building, and 
he also had his mansion there. 

Now, farmers, I want to help. I knew what it is to grow up on 
a farm. And I'm not keen on people that are looking for things to 
do when they've done all the farmers and, you know, 60 Minutes 
from time to time has had loans for ski lifts and everything out of 
this group, and I think we have a little problem there. 

So, I hope they're not going to be exempted from that exception, 
because the whole purpose of this was to get the debts collected 
and my outrage at millions lost. 

With that, I 'm going to have to adjourn the meeting. 

I would like to thank the staff in the meantime: Russell George, 
the staff director, chief counsel; to my immediate left, Randy 
Kaplan, our counsel; Matt Ryan, senior policy advisor; Matthew 
Ebert, policy advisor; Bonnie Heald, director of communications; in 
the corner, our staff assistant, Grant Newman; and Paul Wicker, 
intern; andj ustin Schlueter, intern; andj ohn Phillips, intern. 

And we have for the minority. Faith Weiss, minority counsel; and 
Earley Green, minority staff assistant, and Cindy Sebo as court re- 
porter. 

With that, we are adjourned; and we can vote. 

[Whereupon, at 12:17 p.m., the subcommittee was adjourned.] 
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